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OVERSIGHT FIELD HEARING ON PACIFIC
NORTHWEST DROUGHT MANAGEMENT AND
ENERGY AVAILABILITY

Saturday, May 19, 2001
U.S. House of Representatives
Subcommittee on Water and Power
Committee on Resources

Tacoma, Washington

The Subcommittee met, pursuant to call, at 9 a.m., at the City
Council Chambers, 1st Floor of the Tacoma Municipal Building,
747 Market Street, Tacoma, Washington, Hon. Ken Calvert pre-
siding.

STATEMENT OF HON. KEN CALVERT, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Mr. CALVERT. Good morning. Thank you for attending this Sub-
committee hearing this morning.

First I'd like to thank all of you for having me here in this beau-
tiful area of Tacoma, Washington. I love the Pacific Northwest. It’s
a delightful place to visit. And certainly, my good friend, Adam
Smith, has a wonderful place to represent. This region is a very
special place.

Our Subcommittee is in a unique position in this Congress to
take action on two issues that have dominated media headlines
this year and, I suspect, will continue to dominate headlines
throughout the country. That’s energy and water. Keeping the
lights on this summer and in the future is imperative as is water
for business, homes, crops, and fish. We must carefully plan to
maximize the use of our limited resources. We cannot continue to
talk about managing water resources and power resources as two
separate areas.

The Northwest is suffering from the second-worst drought in its
history. This drought affects all users of water, including busi-
nesses, residents, farmers, fish, power users who depend on water
for electricity.

We are here today to accomplish two objectives. First, to evaluate
the impacts of drought in the Pacific Northwest. The second, to ex-
plore possible solutions for the current crisis on Northwest utilities
and their customers.

o))



2

As many of you are aware, our jurisdiction includes the Bureau
of Reclamation and the power market administrations, including
the Bonneville Power Administration.

This hearing will focus on issues pertaining to our jurisdiction.
Supposedly, we're not going to focus on matters outside of our juris-
diction such as price caps, although I think that will probably be
brought up.

I hope our witnesses and members will respect our jurisdiction
and comment on matters that will be forwarded to us later this
year.

I look forward to hearing from the witnesses on why the region
faces the problems before us today. In addition, I would like to
have the witnesses share with us what policies over the next 10
years—over the last 10 years, I should say—have led to the prob-
lems that the region is facing today.

Responsible planning for the future means assuring adequate, re-
liable supplies of both water and power, even in drought years.

We’re here to search out reasonable solutions to the current situ-
ation. And I certainly look forward to hearing from the witnesses.

With that, I would like to recognize Mr. Smith, the ranking
democratic member, for any statement he may have.

STATEMENT OF HON. ADAM SMITH, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF WASHINGTON

Mr. SMITH. Thank you, Mr. Chairman.

First of all, I really want to thank Chairman Calvert for holding
this hearing out—well, not technically in my district—close enough
to my district—and certainly in the Pacific Northwest.

And I think one of the biggest goals I have from this hearing is
to draw attention to the nature of the problem in the Pacific North-
west.

One of my frustrations—and I'm sure it’s a frustration for my
colleagues from the region—nationwide, people don’t really seem to
be aware of the full extent of the problem we’re having with our
electricity and energy crisis in the Pacific Northwest.

To the extent they are aware of it at all, they are aware that it’s
a problem in California. That’s about it. Most of us here know it’s
a huge problem in the Pacific Northwest.

In essence, the pricing of our energy has gone up ten- and twen-
tyfold over the last 18 months, just an incredible increase in ex-
pense. And that is combined with the drought situation to really
put us in a situation that could—has already cost us jobs and could
have a major negative impact on our economy.

There are things that we can do to deal with this. And I hope
that out of this hearing, we will get some information on how to
step forward and help to improve the situation.

Just for one example, transmission has become a major issue.
We're not able to get the power that we have where we need it.
What can we do to improve that situation?

We really need to have a full-scale, 100 percent focus on the en-
ergy crisis that is facing the Pacific Northwest as well as the West
Coast in general.

I'm hopeful that out of this hearing, we will learn more about the
situation and draw more attention to it and, hopefully, get policy
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makers at FERC and in Congress to step up to the problem and
start coming up with solutions. We cannot afford to have power at
the price it is currently at for too much longer. The impact on the
economy would be devastating.

So I'm hoping we will learn a great deal at this hearing and also
get some of the attention we need to push policy makers to make
the decisions that need to be made to help us deal with this crisis.
It is the No. 1 issue.

I—in my career, I have not seen an issue go from being some-
thing people weren’t even concerned about to being the top issue
as quickly as this one has. Literally 2 years ago, nobody was talk-
ing about it; right now, it’s the No. 1 issue in the region. It affects
jobs; it affects consumers. It dramatically affects the overall econ-
omy. So I hope we will focus—give it the focus and attention that
gc deserves, which our constituents out here desperately need us to

0.

With that, I will thank Mr. Calvert.

Mr. CALVERT. Thank you.

Gentlemen, any brief open statements before we recognize the
panel?

Mr. DeFazio?

STATEMENT OF HON. PETER A. DeFAZIO, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF OREGON

Mr. DEFAZIO. Thank you, Mr. Chairman.

Mr. Chairman, I'd say there are two things that bring us here.
One is an act of God, which is the drought—although it may be
human related due to global warming. We don’t really know—but
secondly, an act of Congress.

In the 1992 Energy Act—I was a conferee on that act. I was one
of two conferees to oppose the legislation and one of a very few
members of the House to oppose the legislation which provided the
authorization for deregulation of wholesale generation and trans-
mission and deregulation of state retail electricity. It was a mis-
take at the time, and I told people it was a mistake; it would never
work; it is nonsensical.

The most reliable, most affordable energy in the entire capitalist,
industrial world, and now we have a system in the West that more
resembles that of India or some other, impoverished, struggling, de-
veloping nation, all because of the 92 act.

The 92 Act caused BPA to abandon conservation and renew-
ables. The then administrator said he couldn’t afford them because
of coming deregulation. The deregulation is what led to the lack of
investment in generation because of the uncertainties created in
the market. And the deregulation has led to a power crisis that no-
body can afford.

So, I'm hopeful that the Committee will exert, substantially, its
jurisdiction in these areas to review deregulation and review the
looming deregulation of transmission because, quite frankly, the
way that the Federal Energy Regulatory Commission is heading
with their mandate for a West-wide RTO or a Northwest RTO will
create a California every day on the transmission system for five
to 7 years until we clean up the 40 congestion points already iden-
tified. We don’t need a market to tell us where the choke points
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are in the transmission system. An engineer can tell us where they
are. We know where they are. And if we deregulate that trans-
mission with a market-based mechanism, which is being advocated
by FERC, with a substantial end of the jurisdiction with this Com-
mittee for the Federal components without first upgrading it, we
will be causing worse devastation in the power market than has al-
ready been caused.

And I don’t like what I see now, because we’ve set Northwest-
erners one against another because we’re all trying to get in a life-
boat here, and we don’t need to be getting into a lifeboat.

Yes, the drought is a problem, but if wholesale power were af-
fordable, we could get through it without anywhere near the pain
we're seeing.

I hope, Mr. Chairman, that we do exert our authority. This is
just a kick-off hearing for further investigation of these matters.

Thank you.

Mr. CALVERT. Thank you.

Mr. Larsen?

STATEMENT OF HON. RICK LARSEN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF WASHINGTON

Mr. LARSEN. Mr. Chairman, thank you very much for being will-
ing to hold this field hearing here in the Northwest to talk about
an issue that’s very important to us.

I want to thank the ranking member, Adam Smith, as well for
his efforts, and welcome Mr. DeFazio, as well, to Washington state.

I represent Washington state’s second district, which is in the
Northwest corner of the state. And in many ways, the district is
a microcosm of the—the lifeboat that Mr. DeFazio mentioned.

I have an aluminum company, a DSI; I have the largest public
utility in the state, in my district; a large private utility; and a
rural electrical co-op, all struggling under the crisis that we face
here in the Northwest.

It’s been said that this crisis is sort of our “perfect storm” of en-
ergy, seemingly impossible events happening seemingly impossibly
at the same time: the drought, increased demand, and deregulation
efforts in California, all contributing to what we’re facing here in
the Northwest.

And 7 percent of the country’s electricity is generated by hydro-
power; 75 percent or so of Washington state’s electricity is gen-
erated by hydropower, so we are very dependent on what happens
in our skies in terms of rain.

Energy is the basis of our economic engine. So what we face here
now is uncertainty and uncertainty even for our utilities.

This morning in the local paper, there is an article about Snoho-
mish County PUD, which is the largest public utility in the state.
The headline questions cloud—PUD’s planning; the evolving energy
crisis makes it hard for Snohomish County’s utilities to look ahead.
That uncertainty only adds uncertainty to the rate payers and
homeowners in the Northwest. And we certainly need to take a
hard look at what kinds of actions that we can take in Congress
to ensure that we bring certainty back to a very uncertain market.
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Thank you very much, Chairman Calvert, for holding this field
hearing here in the Northwest. I appreciate the attention that
you’re providing this issue.

Mr. CALVERT. Thank you, gentlemen.

Our first panel member this morning is Mr. Stephen Wright, the
Acting Administrator for the Bonneville Power Administration.
He’s accompanied by Mr. Kenneth Pedde, the Acting Pacific North-
west Regional Director, Bureau of Reclamation; and General Carl
A. Strock, U.S. Army Commander Division Engineer, U.S. Corps of
Engineers.

Welcome, gentlemen.

Mr. Wright, you can begin.

We have a series of lights. We attempt to keep our testimony
down to 5 minutes, so we often have plenty of time for questions.

With that, you may begin your testimony.

STATEMENT OF STEPHEN WRIGHT, ACTING ADMINISTRATOR,
BONNEVILLE POWER ADMINISTRATION, ACCOMPANIED BY
KENNETH PEDDE, ACTING PACIFIC NORTHWEST REGIONAL
DIRECTOR, BUREAU OF RECLAMATION; AND CARL A.
STROCK, GENERAL, U.S. ARMY COMMANDER DIVISION ENGI-
NEER, U.S. CORPS OF ENGINEERS

Mr. WRIGHT. Thank you. I will talk very quickly, to make sure
that I use all of my 5 minutes wisely.

Thank you for the opportunity to appear today, Mr. Chairman.
I appreciate the fact you have taken the time to come out here.

While the nation’s attention has been focused on California, the
Northwest is also facing a severe energy crisis that threatens both
our economy and our environment.

We as a region are heavily dependent on low-cost electricity.
Sixty percent of the electricity in this region is produced by hydro-
power. The national average is only 15 percent.

So, we depend a great deal on hydropower, and consequently, the
problems that we confront are as a result of that dependence.

We have a lack of supply, due to increasing demand. We have
a near-record drought, the second worst water year in 70 years of
record. And also we have, the troubled transition to deregulation
in California, causing problems for us as well. All of these factors
put together have created a calamity for the Pacific Northwest.

If I could, I would like to describe three time-frames for you: near
term, mid term, and long term.

In the near term, the situation is dominated by issues associated
with the drought. High wholesale prices, along with the second-
worst water year on record have created incredible electricity prices
and difficulty in meeting our loads.

Normally, we count on imports from California in a situation like
this. Because of the troubled transition to deregulation in Cali-
fornia, we have not had those supplies available to us, or when
they are available, they're available at incredibly high prices.

In order to deal with this, we have initiated a set of extraor-
dinary measures to make sure that we can keep the lights on in
the Northwest and reduce our costs. We have bought down indus-
trial and agricultural loads. As a result we have reduced loads by
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more than 2,000 megawatts. In addition, the entire aluminum in-
dustry in this region will not operate this summer.

We have also bought out more than 100,000 acres of irrigated
land in the central part of Washington.

In addition we have authority in the biological opinion, to declare
a power emergency and run the hydrosystem harder. I have done
thﬁt, four times, in January, February, and again starting on April
3rd.

And we continue to operate in a power system emergency today.
The authority under the biological opinion allows us to increase en-
ergy supply, but it does hurt our efforts to recover salmon.

We have, in addition, accelerated conservation programs in the
region. Our belief is that these measures have kept the lights on
in the region. Absent those activities, we don’t believe we could
have met the loads.

We have also created financial stability for the agency so that we
can cover our costs and repay the investments that the U.S. tax-
payers have in the Northwest hydro system.

In the mid term, we are confronted with a significant problem:
the size of our rate increase next year. Our current rates end on
September 30th. New rates that go into effect on October 1.

We have new power sales contracts that go into effect on that
day as well, so we cannot just roll over the rates because the new
contracts have new products and services.

The contracts that we signed last year, taking effect on October
1, reflect 11,000 megawatts of load. We have only 8,000 megawatts
of resources.

Under the Northwest Power Act, we have an obligation to serve.
Those who want to place their load on Bonneville have a right to
{10 ;o, and we are required to purchase the power to serve that

oad.

In today’s market, purchasing that power would cost more than
$4 billion. We are a $2.2-billion-dollar-a-year operation. Con-
sequently, what we are looking at is the potential for a 250 percent
rate increase.

We have sought to learn from the problems in California to ad-
dress our problems. Number one, we're trying to get out of the
wholesale power market so that we do not have to purchase the $4
billion worth of energy.

If, however, we are unsuccessful with that, our view is that we
must raise the rates. And the reason for that is, because what we
saw in California was when the rates were outrageous, it created
a credit problem. And when you start with a fundamental supply-
and-demand problem and then you throw a credit problem on top
of that, what you tend to do is take supply out of the market,
which drives the prices even higher.

So, our view is we are going to do everything we can to get out
of the wholesale market. But if we are unsuccessful, we will then
raise the rates.

We have embarked on a program focused on the following prin-
ciples. We've asked our utility customers to reduce their loads by
10 percent. We've asked our direct service industrial customers
who could not operate profitably with a 250 percent rate increase
to shut down for up to 2 years. We would pay the companies to pay
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their workers, helping to assure that those folks would not be
working would not be harmed by this. Moreover, we sought to less-
en the impact on local communities. If workers are paid, they have
money in their pockets to buy gas and groceries. And the secondary
impact to communities should be lessened.

We're having excellent discussions with all of our customer
groups. We expect this to be difficult, but we expect it to be suc-
cessful. In that regard, we announced this week our first major
agreement with ALCOA. They have agreed to shut down for up to
2 years at a price where their workers will be paid for the entire
time that they are shut down. In addition, they agreed to continue
to pay their state and local taxes, which should lessen the impact
on the community.

For the long term, again, the fundamental problem is supply and
demand. However, we have a good signal concerning what’s going
on in this region. Bonneville, as the major transmission provider in
the region, is now seeing 28,000 megawatts of potential resources
developed in this region. We will probably need 3,000 to 5,000
megawatts. Not all of that 28,000 megawatts is real, but we are
going in the right direction.

In addition, we have more than 2,000 megawatts on-line next
winter that was not on-line this year. And if our load reduction ef-
fort succeeds in taking an additional 2,000 megawatts of demand
away, we have potentially brought supply and demand into greater
balance by 4,000 megawatts.

We have seen some softening in long-term wholesale price mar-
kets just in the last couple of weeks. That’s a good signal. We think
E’s a result of what’s going on in the generation and demand mar-

ets.

We need infrastructure. We need generation. We need trans-
mission. We need conservation. We need gas pipeline capacity and
storage.

In conclusion, we are faced with enormous problems that will im-
pact both people and fish in this region. We think that by working
together we can reduce the size of those impacts.

I've been impressed by the willingness of the people in the North-
west to work together in this time of crisis. We’ve had a tremen-
dous amount of support for the efforts that we have undertaken.
I see light at the end of the tunnel, but unfortunately, it is going
to take some time.

Mr. Chairman, thank you. I also want to make certain it’s under-
stood that we operate the Federal power system in conjunction
with our partners, the Bureau of Reclamation, and the Corps of
Engineers. We're happy to answer any questions that the panel
may have.

Mr. CALVERT. Thank you.

[The prepared statement of Mr. Wright follows:]

Statement of Stephen J. Wright, Acting Administrator and Chief Executive
Officer, Bonneville Power Administration, U.S. Department of Energy

Mr. Chairman, distinguished members of the Subcommittee, my name is Stephen
J. Wright. I am the Acting Administrator and Chief Executive Officer, Bonneville
Power Administration (Bonneville). We appreciate this opportunity to appear today
and we thank the Subcommittee for its attention to the challenges facing the West
Coast electricity market.



8

Mr. Chairman, the Pacific Northwest is weathering an energy crisis of significant
magnitude. The combination of near-record low streamflows in the Columbia River
Basin, extraordinarily high and volatile wholesale electricity prices and an ex-
tremely tight West Coast power supply has severely challenged Bonneville’s ability
to meet its public responsibilities. Bonneville expects to meet demand this summer,
but the persistent drought could affect our ability in the longer term.

More broadly, Bonneville is very concerned about the impact of the West Coast
energy crisis on the Pacific Northwest economy, power system reliability, recovery
of endangered fish and on our own financial health. Virtually all of our focus now
is in managing through this crisis with a set of near-term and longer-term actions
designed to mitigate the impact of the West Coast energy crisis on Northwest citi-
zens and businesses and fish. There are no easy answers here, and tradeoffs must
be made in the near term.

My testimony today will focus on the challenges we are facing and, in particular,
what we are doing to address them. Our belief is that we will be successful in deal-
ing with these challenges to the extent that we anticipate them, address them cre-
atively and address them head-on, and work closely with other regional stake-
holders to put solutions into place. Bonneville is in the process of a formal, on-the-
record hearing to establish rates, so any comments I may make today concerning
Bonneville’s rates must be very limited and based on the hearing’s evidentiary
record.

¢ In the near term, through the summer and into this coming winter, our biggest

challenge is preserving power system reliability and Bonneville’s financial
health, while meeting our fish enhancement responsibilities.

¢ At the same time, we are seeking to reduce the amount of power we must pur-

chase in this expensive wholesale market for the next two years. Bonneville is
facing a significant increase in our load serving obligations beginning October
1, 2001, and purchasing power in this market could lead to a significant Bonne-
ville rate increase.
Longer term over the next two to four years we support developing new energy
infrastructure, including expanding the transmission system, bringing on new
generation from both conventional and renewable sources, and more conserva-
tion. The fundamental driver in the West Coast energy crisis is the gap between
demand and supply. Once the Pacific Northwest has new sources of supply, in-
creased conservation, and much-needed transmission enhancements, Bonneville
believes we can expect relief from these sky-high electricity prices.

NEAR TERM: GETTING THROUGH THE DROUGHT AND PRESERVING RELIABILITY AND
FINANCIAL STABILITY

As members of this Subcommittee, you are familiar with the convergence of condi-
tions that led to the West Coast energy crisis increasing demand, inadequate re-
source development and transmission infrastructure investment, and California’s re-
structuring. In addition, the Northwest is experiencing one of the worst droughts
on record, which has severely limited the amount of water available for hydro-
electric generation. Hydro resources provide about 60 percent of the power in the
Northwest.

For decades, Bonneville has imported power from California during the winter
months when Northwest electricity demand tends to be highest. But this year, far
from being able to help the Northwest, California came looking for additional power
from us to help it cope with its frequent power emergencies. With a lack of available
supply, Bonneville was forced to declare brief power system emergencies on three
occasions this winter and an extended emergency again this spring.

In one way we were fortunate; the winter was mild, with none of the prolonged
cold snaps that have historically threatened Northwest power system reliability. But
?oimeville still had to take a series of extraordinary actions in order to keep the
ights on.

Reducing Demand and Buying Power: In order to reduce electric load and con-
serve water, since December Bonneville has purchased or curtailed over 3,600 mega-
watt-months of energy at a cost of over $500 million. In addition, we netted about
500 megawatt-months of imports from California with two-for-one energy exchanges.
These exchanges were a classic win-win solution because for every megawatt we
sent south during California’s peak-demand hours, they returned two megawatts
(MW) off-peak. Our reservoir levels are actually higher than they would have been
without the exchange. At the same time, California received the energy when it
needed it most’during peak demand hours and was able to return it during “light
load hours” when it actually had excess power.
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We instituted several major new conservation and renewable energy programs,
and we accelerated the start date for others. Collectively, we expect these initiatives
to yield 215 average megawatts (aMW) of energy savings by 2006.

We are also operating a Demand Exchange program, which makes over 525 aMW
of voluntary load curtailment available to us from our large end-use consumers and
large retail loads of our utility customers during times of high-market power prices
and peak-load demand. Finally working with irrigation districts and the Bureau of
Reclamation (Reclamation), we have arranged irrigation water buybacks that are
leaving over 400,000 acre-feet of precious water back in the river this year, and are
saving or producing over 600 megawatt-months of energy this year.

Emergency Hydropower Operations: Despite poor water conditions, we must man-
age hydropower operations through the rest of the year to assure we can pay our
bills and maintain system reliability. The National Marine Fisheries Service
(NMF'S) 2000 Biological Opinion (BiOp) acknowledges that there may not always be
enough water to meet the normal operation for optimal fish support and still have
enough power generation at the right times. When this occurs, Bonneville is ex-
pected to purchase power in the wholesale market to supplement regional supply.
However, the BiOp also anticipated that there could be circumstances when the
power grid would require extraordinary support and acknowledged that at such
times there would be curtailments in flow and spill operations designed to improve
fish survival.

Because this year is turning out to have extended periods of such circumstances,
Bonneville has taken the initiative, along with the other Federal action agencies of
the Federal Columbia River Power System (FCRPS) and with input from the North-
west states and tribes, to craft a set of emergency operating principles and an oper-
ating plan. We have agreed with NMFS and the other Federal agencies on reli-
ability and financial criteria for declaring a power emergency.

The financial criteria are important because the Federal hydropower system pro-
vides a multitude of long-term benefits to the region. It is one of the economic en-
gines of the region as well as the greatest source of financing for salmon recovery
over the long run. These benefits would be put at risk if we are unable to cover
our costs.

Our goal is to end this fiscal year with cash reserves sufficient to handle an an-
ticipated sharp draw for power purchases in the first quarter of the next fiscal year
(October - December 2001), before the winter rains can replenish stream flows after
a summer drought. The California situation reinforces the importance of staying
current with costs to assure creditworthiness and, ultimately, electric system reli-
ability.

It is important to reaffirm here that Bonneville supports the BiOp. The variations
in this year’s hydro operations are short term. The Federal action agencies are pro-
ceeding with development of long-term implementation plans, as the BiOp con-
templates. Bonneville has also committed to providing funds to help offset the im-
pacts of this year’s emergency operations. We have issued a solicitation for projects
that will 1) result in more water in the system; 2) remove more power load from
the system; or 3) directly increase returning adult fish or increase juvenile survival.

A California Strategy: Our struggle to meet power and fish needs this summer
will be complicated if California has problems meeting load, as seems more than
likely. Any help we are able to provide California must be carefully managed so as
to not compromise the Northwest situation.

We are working toward getting an agreement with California, before serious prob-
lems start, to provide California assistance without impairing Bonneville and North-
west reliability, fish enhancement, or finances. Since the FCRPS is critically short
on water, Bonneville must continue to rely on energy exchanges with California as
we have this past winter.

Regional Emergency Response Team: Last fall, Northwest utilities, agencies, and
states independently formed an Emergency Response Team (ERT). The ERT is
working effectively to anticipate potential power shortages, develop consistent public
messages and alerts, and plan concerted efforts to mitigate and manage shortages
that might occur.

California’s system of calling for voluntary actions by consumers when falling re-
serve levels trigger a power system emergency has routinely produced a response
of less than a two percent load reduction. In light of this, the ERT has proposed
an organized, informed and pledged curtailment system that might produce a 10—
20 percent voluntary reduction in demand over a few peak hours in a day that
would otherwise see rotating blackouts. The proposal is under active consideration.
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REDUCE MARKET PURCHASES TO MINIMIZE RATE INCREASE

Bonneville is also facing significantly increased load serving obligations in the
next rate period (fiscal years 2002 though 2006) beginning October 1, 2001. The
price differential between the market and Bonneville power rates led our customers
to increase their purchases from us in the next rate period. When we finalized our
power sales contracts, Bonneville’s contractual obligations added up to approxi-
mately 11,000 aMW about 3,000 aMW more than our existing firm resources. Un-
less these obligations are reduced, we must purchase as much as 3,000 aMW in the
wholesale market.

Bonneville has already made some favorably-priced power purchases to meet this
need for the next rate period. We will also benefit from some of the conservation
efforts I have mentioned that are now going into place or will be in place within
the next couple of years.

The cost of the remaining market purchases, though, could drive Bonneville’s
rates up in the first year of the next rate period by 250 percent or more. An increase
of this magnitude would have widespread negative economic consequences. Already
we are seeing some businesses curtail operations or even close as a result of high
energy prices. With such an increase, we would surely see more businesses close
and more jobs lost. The effect could be devastating for a regional economy that is
already in a slow-down. People with lower incomes would suffer disproportionately.
And, a weak economy frequently translates into less public support for environ-
mental protection.

The most immediate and direct way to decrease the size of Bonneville’s rate in-
crease is quite simply to decrease the amount of power Bonneville has to buy in the
market. And, since we must file our new rates with the Federal Energy Regulatory
Commission (FERC) by the end of June 2001 to have them in effect by October 1,
2001, we have very little time to implement a strategy to accomplish this.

I have asked customers to significantly reduce their demand for power in the up-
coming rate period. We are negotiating with our direct service industry (DSI) cus-
tomers to stay off-line for up to two years. Almost all of the region’s aluminum
smelters are already shut down in the current drought. Bonneville is offering to pay
for the continued curtailment so the companies can cover full wages and benefits
for their employees who would work if the smelters restarted in October with Bon-
neville power. This is a lot of money, but it is only a tenth of what it would cost
the region’s ratepayers to buy power for these smelters. We are also asking both
our public and investor-owned utility (IOU) customers to reduce demand by up to
10 percent.

It is absolutely critical that the region be successful in this load reduction effort.
Failure would mean the loss of jobs, significant unnecessary rate increases, and a
greater risk of power blackouts this winter.

LONG TERM: DEVELOPING RESOURCES AND TRANSMISSION INFRASTRUCTURE

Bonneville is working to do its part to help meet long-term electric power chal-
lenges. We are working with developers to buy the output of planned new facilities
in the region in order to meet our firm obligations in the next rate period. Bonne-
ville has also signed agreements with two of its DSI customers in recent months
that encourage their development of combustion turbines to help serve their alu-
minum plants.

Bonneville expects to make significant investments in energy-efficiency related ac-
tivities over the next five years from 2002 to 2006. Our goal is to achieve at least
215 aMW of additional savings from this investment. We have included a discount
in our rate proposal for customer utilities that would accomplish conservation
through their own investment. This funding commitment includes $15 million for
low-income weatherization to be administered through the well-established four-
state/Community Action Program infrastructure. We believe this is an important
component because citizens on fixed or low incomes are hit the hardest by high-en-
ergy prices.

We are working with the U.S. Army Corps of Engineers (Corps) and the Bureau
of Reclamation on substantial investments in the efficiency and reliability of the
Federal hydro system to yield more MW and more reliable power from the same
amount of water.

Renewables are very much on our front burner. Since May 1999, we have pur-
chased 35 MW of wind energy and 49 MW of geothermal. We have 560 MW of wind
under development. We have also just received 25 proposals for wind projects total-
ing 2,600 MW in response to our request for proposals for 1,000 MW of wind power.
We are also collaborating on several solar projects.
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Building new generation will not solve the region’s power shortage unless the
power can be transmitted from where it is generated to where it is needed. The re-
gion is operating at or near its full transmission capacity. In many places, trans-
mission paths are constrained and the transmission lines cannot carry additional
power from generation sites to load centers. The complexity of wholesale power
transactions since open access places more demands on the system. At the same
time, the market has prompted a flurry of generating resource development. Bonne-
ville has received requests for generation integration studies for about 27,000 MW
of new generation in the Pacific Northwest.

Bonneville’s transmission system represents 75 percent of all high-voltage trans-
mission in the Pacific Northwest. Most of this system is over 30 years old. For years,
we have boosted transmission capacity on the existing system through adding shunt
capacitors and new controls. But forecasts are for Northwest winter peak loads to
grow by 12 percent by 2008, and thousands of megawatts of new generation are
planned. Increased electric loads, the complexities of wholesale power transactions
and new generation make it clear that there must be significant investments in the
Northwest system to ensure continued reliability and to address the electric supply/
demand imbalance in the region.

CONCLUSION

Since the West Coast power crisis began to emerge, Bonneville and the other
stakeholders in the Northwest power system have done a heroic job of responding
to the challenges. There is an enormous amount of work left to do, though, and the
light at the end of the tunnel still seems too far away.

The next one or two years will be difficult, but we believe that with the actions
we have outlined, continued effort and regional cooperation can bring us through
this period with the lights on, the economy intact, and on track with the long-term
fish recovery plan.

Mr. Chairman, members of the Subcommittee, thank you for your attention. I am
available to answer any questions you have now about the Northwest drought and
Bonneville’s rate mitigation strategy.

Mr. CALVERT. Mr. Pedde?

Mr. PEDDE. We're just here.

Mr. CALVERT. You're just here? You don’t have any additional
testimony?

Okay. I am kind of curious. You mentioned the additional power
that’s coming on-line. You mentioned 28,000 megawatts as being
ir}llvestigated in this region and you’re about 3- to 5,000 megawatts
short.

What kind of generation is that?

Mr. WRIGHT. It’s almost all natural gas fired and combustion tur-
bine. We have a little bit of wind resource being developed. There
was some discussion about coal resources over in the eastern side
of 111:he region in Montana and a few other things. But this is basi-
cally it.

Mr. CALVERT. Is this—are you having the same difficulties here
in the Pacific Northwest as other regions in the country on gas dis-
tribution coming into your state?

Mr. WRIGHT. Yes. We are really concerned about that. We've
been working with the gas industry on the need for gas pipeline
capacity, in particular.

What the gas industry has told us is that they think that they
can support, with their current pipeline capacity in this region, up
to perhaps 2,000 megawatts of new generation, although that
would compete against other uses of gas as well. We probably need
more than that.

There is some expansion that the gas industry has now com-
mitted to just in the last month. Our suspicion is that we may need
more than that.
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Mr. CALVERT. Is most of your natural gas brought in from the
British Columbia area? Where do you get most of it?

Mr. WRIGHT. Yes, and Alberta.

Mr. CALVERT. Now, one of the key decisions that created the po-
tential for the Bonneville rates to increase as much as 300 percent
after 2001—I guess to that degree—to what extent were the deci-
sions made by Bonneville, and to what extent were they made by
the former Secretary of Energy?

Mr. WRIGHT. We had at least one issue that was extremely dif-
ficult for us, and that was how much service can we provide to the
aluminum industry in this region.

We had made a proposal that we would provide them with about
900 megawatts. And, it’s important to understand we have a statu-
tory obligation to serve the public utilities and a statutory obliga-
tion to serve the investor owned utilities.

There was a statutory obligation to serve the aluminum industry,
which expires at the end of 2001—the end of this contract period.
And the question was, how much should we provide them? We of-
fered them 900 megawatts. We had a great deal of involvement
from several folks including the Secretary, who ultimately decided
to offer them a greater amount of power. So, there was some in-
volvement there.

Mr. CALVERT. Well, should Bonneville agree to sell 1,500
megawatts to the direct service industry?

Mr. WRIGHT. We agreed to a discussion in the region about that.
At that point in time, we believed that we could do so without
causing a rate increase to other customers. And, it was based on
the market prices at that time.

In hindsight, I would have to say that one could question that
decision, knowing where the market is today, although I don’t
think anyone at that point knew where the market was going.

Mr. CALVERT. But you were not legally compelled to do so?

Mr. WRIGHT. We were not legally compelled to do so. That’s cor-
rect.

Mr. CALVERT. Bonneville has also agreed to sell 1,000 megawatts
to investor utilities for the region.

Does Bonneville have a legal obligation to sell power to investor
owned utilities?

Mr. WRIGHT. The law is very clear that we have to give priority
access to our present customers.

There is an obligation to serve any load which the investor
owned utilities choose to place on us. And there is also a program
called the Residential Exchange Program, which provides some
benefits to residential customers and small-farm customers of the
investor owned utility. And our view is that there is an obligation
to serve there for the residential and small-farm customers.

Mr. CALVERT. Mr. Smith?

Mr. SMITH. As we look at the solutions—Ilet’s start with the long-
term side—that what we need to do—as part of this hearing and
how we got into this mess—you heard, I think, Mr. DeFazio’s com-
ments about the 1992 Deregulation Act and the effect it did have
on the industry and the price of power.

First, I'd like for you to comment on the 92 Act and whether or
not that sort of got us off the beam and got us to the point where
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there was not sufficient supply developed and prices were—you
know, out of control and if we should revisit that.

Mr. WRIGHT. Well, I think we’re in the midst of a transition. Be-
fore the ’92 Act, it was fairly clear that there was an obligation to
serve on the part of the utilities and, therefore, an obligation to de-
velop resources.

It’s sort of a combination of the 92 Energy Policy Act and de-
regulation that has been occurring in individual states. It has
begun to separate that obligation to serve to make it less clear to
the utilities whether they have that responsibility and, if they don’t
have that responsibility, whether they’re going to be able to recover
their costs when acquiring resources.

As we traveled through the late '90’s, I would say that there was
a tremendous reliance on the market to provide resources. Look, for
example, at the Bonneville Power Administration. Up until that
time, I think there was a sense that Bonneville had an obligation
to develop resources as well. The Comprehensive Review by the re-
gion’s governors and political—.

Mr. SMITH. I'm sorry to interrupt.

Why do you think the market was so pathetically slow to re-
spond, as it turns out, to get us into this situation we’re in right
now?

Mr. WRIGHT. My sense is that we have had a supply-and-demand
problem that has been masked by the fact that we've had good
water in this region for the last 5 years. So prices have been rel-
atively low. When marketers looked at this region, and they saw
the prices they didn’t see an economic payback. What they didn’t
see were the underlying fundamentals, which were that there were
real concerns with the loads and not having the resources.

Mr. SMITH. I guess what strikes me—and I'm no economic ge-
nius, despite my name—but from eight—it seems like in an incred-
ibly short period of time, we went from the best of all possible
worlds with incredibly cheap power—in fact, as I said, when I first
came to Congress in '97, the supposed problem Bonneville had was
the market was so low, we were concerned about not using (inaudi-
ble).

What Bonneville was concerned about was how they were going
to get people to re-up their contracts. PUD’s were publicly talking
about not wanting to do contracts with PDA’S; the power was
cheaper elsewhere. And then bam. Eighteen months later, it’s off
the charts in the other direction.

I guess as regulators—and that’s what we’re supposed to be in
Congress and what part of the BPA is supposed to be—what can
we do better to make sure we don’t have this sort of incredibly
quick turnaround? How can we regulate the market to make sure
that it’s more responsive?

Mr. WRIGHT. Well, one of the key characteristics of the com-
modity market is volatility. And what we’re moving from is a regu-
lated market, which provides stability, to a commodity market,
which would be volatile.

The way to deal with volatility is by having hedging instruments
and other instruments to try and protect against volatility and
price swings.
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And if, in fact, we as a country are going to continue on the path
toward deregulated markets, we are going to have to ensure that
customers have the access to mechanisms that will hedge against
that price volatility.

Mr. SMITH. But should we continue down that path, I guess, is
the ultimate question, given that situation and given how impor-
tant electricity is, first of all?

Second of all, how difficult is it to build a power plant? I mean,
it’s not like building widgets, if you will. Okay. We need to know
who will crank them out. I mean, it takes a long time, not just for
the power plants, but to build the transmission grids as well.

I guess what I'm asking is, based on your expertise in the area,
is the electricity market one that is going to benefit from the typ-
ical free-market competition given those limitations that we talked
about? That’s ultimately—should we continue down that path, or
should we go back?

Mr. WRIGHT. There clearly are some benefits that can be derived
from a competitive, full, subpower supply market. We saw it in
1995 and ’96. When there was excess supply, prices dropped below
Bonneville’s rate. It was an incredible period. In fact, people were
sharpening their pencils, and there was some benefit from that.

We have now seen the opposite side of that equation, which is
when there’s not enough supply, then prices go so high, that more
than offsets the benefits that were derived from the ’95-"96 period.

The challenge here, I believe, and has always been, we have to
make sure that supplies are at least close to, and in some cases,
oversupplying the market. And we have to assure that as we de-
velop these markets, that we can at least get the 15 percent re-
serve market that we became accustomed to in the overregulated
market, because after that, you have less of a reliability and you
have much higher costs.

But can we craft policies that lead to a 15 percent or better re-
serve market? That’s how you get to higher reliability and lower
prices for consumers.

Mr. SMITH. We're almost out of time. I want to ask you one ques-
tion on the short-term side of the equation.

You are right, from a statutory standpoint, an obligation to serve
the DSIS expires this year. But does have a rather—an impact,
particularly on the aluminum industry—there are a couple of ex-
ceptions—in terms of their ability to stay in business. And there
are a lot of concerns that—you know, just paying them for 2 years
to sort of keep that it may not work for all the companies. I know
we just signed an agreement with ALCOA, I believe it is.

I guess the question is, in the short term, what you’re trying to
do is reduce the amount of—of power that’s consumed so that
you’re not as vulnerable in the wholesale market. That’s absolutely
what you have to do. But the consequences of that can be pretty
severe, you will see. You're negotiating new contracts, and maybe
we can come out of it okay.

But short of simply trying to cut off the amount of power that
is used, in the short term, isn’t the only option that we really have,
to try to go to some cost-based pricing scheme to get that wholesale
market that you have been more exposed to than you would like,
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given the lack of rain, under control? How else can you do it, and
would there be that big of a negative circumstance?

I mean, you can look at the market right now for wholesale
power. It is not a fair market today. It’s not like price caps are
going to come in here and mess up a perfect market. I mean, it has
been out of whack for quite a while. There is not the sort of free
choice and free competition that the open market contemplated.

Isn’t that something that we have to consider rather than having
you go around trying to cut off as many people as possible to keep
from being exposed to that market?

Mr. WRIGHT. Well, our view is that first of all, the fundamental
problem here is supply and demand. And, by taking these actions,
what we’re doing is reducing demand. I think your key questions
are what does it mean for industry and the region, and are we
headed toward shutting down the aluminum industry long term?
We are trying to be very careful and cautious about the way we do
that so that it does not get us to that position.

Our view is that—the way we are structuring our rates, they will
track the market, and as the market prices come down, we will be
able to take advantage of that. Therefore, we think we would be
able to within a couple of years—offer rates that would allow the
aluminum companies to operate profitably within this region.

In the interim, by paying the workers, we think it allows them
to retain a semblance of a work force so that they will be able to
come back up. There’ll be a work force, a hugely trained work force,
that remains available to them.

In trying to think that through, the actions we need to take to
assure that this is not—as someone once said, “This is not the exe-
cution of the aluminum industry; this is a hibernation period”—
that it leads to lower costs for all consumers and more jobs in the
Northwest.

Mr. CALVERT. Before I ask Mr. DeFazio—let me ask a quick
question.

The fact—what we were discussing earlier—obviously, this sum-
mer, we have a problem. We have a ser-—we have problem. Obvi-
ously, in my hometown, when the lights went off yesterday, we had
a problem throughout—throughout—(inaudible)—and—talk about
the market. And I'm going back to the 28,000 megawatts you men-
tioned that the people talk about building right now.

And I know talk is one thing and actual execution is another.
But if a third of those megawatts came on-line over the next couple
of years—and you can’t predict rain—nobody in this room can—but
if you get back to normal rainfall in a relatively short period of
time, a year to 2 years, you could have a situation where you have
much more than the excess of the 15 percent reserve capacity
you’re talking about; isn’t that correct?

Mr. WRIGHT. I think that is possible. I think there is a good shot
of that happening. Part of the question here, Mr. Chairman, to be
honest, is, what’s going to happen in California? This has been the
great unknown for us. We could get those kinds of reserve margins
for the Northwest, but it could all end up going to California.

And I think one of the great frustrations—to be candid about it—
is the amount of resources that’s off-line in California. This is a
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confounding factor in trying to figure out what we need to do in
the Northwest.

Mr. CALVERT. And I understand that like—I don’t know if I do
understand the problem.

Mr. DeFazio?

Mr. DEFAZIO. Thank you, Mr. Chairman.

The way the conversation has been going, I think I have to go
to transmission first because of the point that Mr. Wright has
raised about the possibility of the ability to build resources in this
part of the country serving California. I guess it raises two ques-
tions.

One is, we might build more than the reserve, but in a market
where you have severed the duty to serve—and the duty is only to
the stockholder or, to maximize profit—it doesn’t mean that that
20 percent margin is—if it was built—is even available on a day
when we need it, or it might be wanting to sell outside the region
when we need it; isn’t that correct?

Mr. WRIGHT. That’s correct.

Mr. DEFAZIO. So basically, we’re headed toward unpredictable re-
liability and/or price volatility no matter what. The volatility may
be on the down side. There may be a whole bunch of people out
there building a plant today thinking they’re going to get rich.
Looking at the market, they're going to find out suddenly it’s
tanked; right? I mean, it can go either way?

Mr. WRIGHT. Again, I think price volatility is integral to the com-
modity market, and there are ways to protect against price vola-
tility.

Mr. DEFAz10. Well, there’s catches, I'm sure, and all those won-
derful things. But then beyond that, the issue also becomes reli-
ability. No matter how much margin we have or excess capacity we
build, if they don’t have to run those plants—which, in a deregu-
lated market, they don’t—it’s my plant. I don’t want to run it. Isn’t
that correct?

I mean, that—we could have 100 percent access, and we could
still have the lights go out because on that day, only 9 percent of
the supply was available because the other 110 percent just didn’t
want to generate. They didn’t think the price was high. Isn’t that
correct?

Mr. WRIGHT. Merchant plant operators have the ability to control
the operation of their plants.

Mr. DEFAZIO. Right. So this is the future. This is great.

Then on the issue of your purchases, you said, “$4 billion to pur-
chase.” what are you assuming per megawatt hour? I mean, if you
come up with $4 billion.

Mr. WRIGHT. It’s in the range of 225.

Mr. DEFAZIO. 225?

Mr. WRIGHT. 225.

Mr. DEFAZIO. And what was—two years ago, what was the—the
price for those sorts of purchases?

Mr. WRIGHT. It would probably be in the range of about 28.

Mr. DEFAz10. Okay. So basically, eight times the price in the
wholesale market today to replace the power?

Mr. WRIGHT. Yes.
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Mr. DEFAZIO. So we could safely say if we were in a drought, in
the markets of 2 years ago, we could afford enough energy to meet
all of the BPA’s contractual commitments, including the aluminum
companies, with a modest rate increase?

Mr. WRIGHT. Yes. Actually in May of last year we thought we
could do it with no rate increase.

Mr. DEFAZIO. No rate increase? But that was assuming that you
can buy replacement power cheaper than even 2 years ago?

Mr. WRIGHT. Actually, yes. We thought we could serve all of the
loads that we had at that time. Part of the problem here is that
the price has gone up incredibly. We have a lower amount of load
so that there is an interaction between the amount of load placed
on us and price.

Mr. DEFAZI10. And in fact, in the next 5 years, you might see a
bunch more people coming to BPA?

Mr. WRIGHT. If prices stay as high as they are, I'd expect it.

Mr. DEFAZIO. I had a conversation with a gentleman last night
who told me that the Port of Seattle has formed some sort of public
utility district and will be placing load on the BPA in 5 years?

Mr. WRIGHT. It is my understanding it will.

Mr. DEFAZI10. And so it will end up paying the state of Oregon
for a municipal—overtook PGE, which is for sale—then you would
have some other additional load.

Mr. WRIGHT. Some Members of Congress, I've heard, have sug-
gested—yes. Actually, I think that—that is—I mean, if they are a
public utility, they have preference. And so by statute, we are re-
quired to serve them.

Mr. DEFAZ10. So given that and given the volatility of the mar-
kets and the safe haven the BPA represents, are either the publics
themselves or BPA looking at that 5-year to 10-year rate period in
terms of basically building any generation or increasing capacity
somehow, or are you just going to depend upon and hope that the
market gets better?

Mr. WRIGHT. Is Bonneville planning to?

Mr. DEFAz10. Well, right. Is Bonneville and/or your public cus-
tomers. And are there statutory restrictions? Are there things that
you review to determine whether or not, BPA and/or the publics
could construct generation that would be more reliable and that
would run when we wanted it to run and that we could shut it
down when we wanted to shut it down and that we weren’t depend-
ent upon the vicissitudes of the market?

Mr. WRIGHT. Well, the authorities are there for Bonneville to ac-
quire resources if it’s the will of the region to do so. And as you
know, Mr. DeFazio, we’ve had a lot of debate about whether Bonne-
ville ought to be doing those kinds of things.

In fact, I think we agreed in ’95 and 96 that Bonneville should
not be acquiring resources. There are some good experiences and
some bad experiences with respect to that. So that would be a
question, I think, for the region, is this the right thing to take on?

With respect to our public utilities, they have concerns with re-
spect to the Section 5(b) 9(c) policy.

5(b) 9(c) is a policy that Bonneville has articulated. There are
provisions of law that say Bonneville should not allow people to sell
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their resources outside the region and then place the load on Bon-
neville.

It does—in some cases, discourage the re-sale by public utilities.
The way the policy is implemented, we are spending a tremendous
amount of time with our public utilities right now trying to figure
out how we can meet both of our goals.

We want to encourage resource development in the region, but
we also want to make sure that we are not encouraging existing
resources to flee the region and therefore place a greater cost on
the region.

Mr. DEFAzIO. But what if, say, those public entities would enter
into an agreement with you to sell outside the region but devote
all of the profits to constructing a plant which would be dedicated
to serving in-region loads exclusively and at the time after which
they have constructed the plant they would perhaps reach outside
the region?

I mean, this is—I note that my own (inaudible) board is making
millions of dollars in the speculative energy market at the expense
of our California friends, unfortunately, but they’re helping keep
the lights on.

This is an awfully lucrative market to tell public utilities to ig-
nore, and I'm wondering if you enter into agreements with the alu-
minum industry to curtail load but pay them and have them devote
some of that resource toward building future generation, why
wouldn’t we do something similar with public utilities if we do it
with some of the aluminum plants?

Mr. WRIGHT. Well, in fact, it’s sort of how the 5(b) 9(c) discussion
is going right now, because 5(b) 9(c) would encourage utilities if
they develop a resource to offer the power within the region first
before selling it outside the region.

The difficulty for a public customer, candidly, is that they feel
like they’re exposed to the market and when they make purchases,
they’re making them at market prices and if they're required to sell
them at cost, then they feel like they’re playing on an unlevel play-
ing field.

So, the problem that you're identifying, one that we are strug-
gling with right now is, how do you create something that serves
to lower costs for Northwest consumers but doesn’t put an indi-
vidual utility willing to take risks to develop resources at a com-
petitive disadvantage?

Mr. DEFAz10. Uh-huh. I mean, what I see potentially happening
here—I just am very pessimistic and—most industries, most people
will not tolerate an unreliable electricity supply. We don’t live in
India. So, I think that’s going to become a higher and higher fact.

I saw someone here in Tacoma, or someone had offered a server
farm in this area 100 percent or 99.99999 percent reliability for a
mere four times their normal going rate.

I don’t think homeowners are going to be willing to pay four
times as much for their bill with a guarantee that their lights won’t
go off—or businesses.

So I'm just thinking there is going to be a big rush among those
who are eligible, and perhaps among some who will become newly
eligible, to BPA in the contract period 5 years out.
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I'm just saying we should be looking and trying to assess that
5 years out and determining whether or not you’re going to be in
the resource construction business, because you can be in the one
place where people know if you’ve got it, you will run it, and the
lights will stay on, and they can afford it; and everywhere else, it
will be, “Well, maybe the market will be good today, and I can af-
ford to keep my lights on; maybe it won’t be good; or maybe they
won’t sell into the market because it’s so low and my lights will go
out.” That’s where we’re headed here.

Thank you.

Mr. CALVERT. Mr. Larsen?

Mr. LARSEN. Steve, thank you for coming this morning.

You mentioned that in the next couple of years—I don’t want to
put a time line on it—but you’re expecting a softening of the prices,
which—I hear you saying a lowering of the rates out there.

Ha;re you come to the conclusion about what that rate might soft-
en to?

Mr. WRIGHT. Well, Mr. Larsen, I have to say that our ability to
forecast these markets, our track record on that is not that great.
I have to say that anything I say here, you have to take with a
large grain of salt.

But having said that, our hope is that we can get to a rate that
will be attractive to the industry and the Northwest, and that we
can get there within a couple of years.

What we are shooting for is a 100 percent rate increase for this
fall. We see this fall as being the worst period.

Mr. LARSEN. It’s related to my next question, because we are able
to negotiate a—Woods, Woods, and Talco, the ALCOA copper plant
in Ferndale—I think one element of that package was every 6
months, you'll be reviewing with ALCOA what the rate is out there
and whether or not that rate is going to be economically feasible
for ALCOA to get the plant actually running again.

In other words, half the job is done. There are wages and bene-
fits 1for the workers. The other half is now getting people back to
work.

And the question I have is, are you—are you specifically looking
at what it would take to address getting the—the aluminum plant
or—and the other plants up and running, or is that just part of the
mix that you're looking at? You sort of addressed it, I think, in re-
sponse to—to Adam Smith’s question, but I just want to get a more
specific answer.

Are you specifically looking at that, or again, it’s just part of
the—the general environment you’re looking at?

Mr. WRIGHT. Well, it turns out that it’s not an “or.” it’s an “and.”
Our goal is to get the rates as low as we can. It’s our sense that,
from our forecast of the market, that the rates can come down to
a point at which the company would be profitable to operate within
a couple of years.

So, the way I look at it is we should do everything that we can
to try to get the rates as low as we can. And we think that that
Céll)lil lead to at the aluminum plants in this region operating profit-
ably.

Mr. LARSEN. A question that’s somewhat related but I hear a lot
of, in talking with folks, has to do with the—the must-sell orders
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that were issued late last year by the Secretary of Energy and then
continued again this administration and then ended up in Feb-
ruary.

The concern we—that I hear is, “Are we going to be sending our
power’—quote, “our power’—“to California this summer?" and usu-
ally that’s the way it worked.

Mr. WRIGHT. Uh-huh.

Mr. LARSEN. —excess power to California in the summer, excess
power to Washington in the winter. It’s gone off that track last
winter.

Under what circumstances in these criteria would the Secretary
of Energy make a decision to issue must-sell orders this summer
and send power generated to the Northwest south to California, or
anywhere else, for that matter?

Mr. WRIGHT. Well, it’s my understanding that the Secretary had
submitted an order. And our view is that we enter into a mutually
beneficial transaction with California, when it makes sense from
our system’s perspective, and also when it makes sense from their
perspective.

We have had extensive discussions with the Californians about
what types of transactions we would enter into this summer and
tried to describe to them, in fact, that we don’t have a lot of supply.

But there are things that we can do for them. The exchange
agreements that we entered into last year, were highly beneficial
for the Northwest. In fact, they were so beneficial that California
is going to renegotiate them.

Mr. LARSEN. The two for one?

Mr. WRIGHT. Yes. The two for one, actually, was based on histor-
ical differences in price between off peak and on peak. That price
differential dissolved this winter. So the two for one turned out to
be hugely beneficial for the Northwest. The Californians had want-
ed to renegotiate. So we've agreed to how we will set up an ex-
change agreement for the summer.

We also began to talk about what would happen if the lights go
out in California, and we’re still in a situation in the Northwest.
The biological opinion would call for us to interrupt the spill in
order to preserve reliability. And that’s not limited to the North-
west region.

So, we’ve begun to have discussions if that were to occur, con-
cerning what sort of compensation would the Californians provide.
And what we have argued, and Californians have been accepting
of, is that there should be some environmental premium that Cali-
fornia would pay us a premium in terms of the return.

Mr. LARSEN. This is just a comment. And it’s heartening to hear
that the secretary of (inaudible)—I'm still hearing you say there
will be some exchange this summer, and I would encourage you to
keep the delegation in the Northwest—and California delegations—
fully apprised of how it’s playing out, because we are very likely
to hear from—from constituents about any exchange that takes
place between the Northwest and any other region of the country.

Mr. WRIGHT. 1 appreciate that. If I could, just comment on the
exchange. I want to make sure that everyone does know that in the
exchanges we have entered into with California—California has
fully repaid the amounts we have sent down with the two for one.
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Mr. DEFAzZIO. Just on that exchange, if you're going to exact an
environmental premium on those, if you were in a spill situation
and liability became a problem, you stopped spilling and generated
and transmitted to California, would that money go into some sort
of segregated account?

Mr. WRIGHT. Well, actually, it’s not money. It’s kilowatt hours,
and—.

Mr. DEFAZIO. So it’s kilowatt hours. Could you expand on that
just for a second?

Mr. WRIGHT. Right. It’s an exchange. What we would get is a
premium return, a kilowatt hours return. Our intent is to try to
dedicate that premium back to fish.

Mr. DEFAZIO. You would then use less water at some off-peak
time to generate, therefore conserving some water in the system,
therefore having more water to provide for flows or spill or some-
thing later for the fish; is that right?

Mr. WRIGHT. Right. And how we’re going to do the accounting on
that, we haven’t figured out. Things are moving fast.

Mr. DEFAzIO. Thank you.

Mr. CALVERT. Mr. Pedde, I guess, based upon this conversation—
obviously, we're trying to maximize power this summer as much as
possible for this region. How is that—how is that affecting the con-
tract orders?

Mr. PEDDE. In terms of contract water orders, not directly. Our
contract regulations switch priorities to meet those contracts. We
sell surplus power to Bonneville, provide surplus power on to Bon-
neville. We don’t sell to them. So in terms of meeting our contract
needs, we're not affected at all at this time.

Mr. CALVERT. Mr. Smith?

Mr. SMiTH. I have to ask this fairly basic question. I know
some—certainly constituents in California (inaudible) up here
would ask as well—it seems that we have sufficient supply capacity
to serve the needs on the western grid. If it were to all be operated,
even with the drought situation—I guess that’s the first question,
is whether or not we do.

You mentioned that there was a steady number of supplies off-
line in California and serving those areas and—you know, I under-
stand within terms of setting the price, how high the price is.

But if you have a situation where people are, as we are in Cali-
fornia right now, in a blackout situation, a situation potentially
that could come to the Northwest this winter, is there anything
that we could do as public policymakers to make sure that that
available supply is used to prevent this, and if so—I mean, why
isn’t that happening in California? Why do you have generators not
operating and the lights are going out? That seems to be a pretty
substantial failure of public policy.

Mr. WRIGHT. Mr. Smith, that is the right question, and I wish
I had a good answer for you. Two things, I'd say.

First of all, there is a supply shortfall. If you look at the peak
loads that are likely to occur on the West Coast this summer rel-
ative to the amount of supply, and if everything is running, we do
have a shortfall. So there are periods in which, even with every-
thing running, we come up short.
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But the shortfalls that we’re seeing this month, when we’re not
at peak loads, are a little difficult to understand. We have sought
to try to understand that there are plants down, some of them for
plant maintenance. That certainly makes sense. The Columbine
Generating Station is going down today for plant maintenance.

But there are other plants down with forced maintenance, and
it seems like a lot of that is out. And some people say it’s because
they ran the resources so hard last summer and fall, that now
we’re paying the piper. I'm trying to figure out how we get past
that problem. I think it is a critical part of trying to resolve this
problem.

Mr. SMITH. Overall—I mean, just—the big difference—since de-
mand has gone up, supply has gone down, how much, truly, in the
western grid has demand gone up over the course of the last two
or 3 years? I'm trying to figure out, you know, where—did demand
go up 10 percent and supply dropped off? What happened? Has
supply not gone up at all? Has it dropped off? My understanding
is demand has gone up, but—2, 3, 4 percent, but not—not obnox-
iously high. Can you just give us your input.

Mr. WRIGHT. I don’t have those numbers, as they're different, on
the tip of my tongue. But I'd like to provide those for the record,
if I could, certainly on the demand side.

On the supply side, I know there has been an increase—and it
has been a substantial amount—in the Northwest, in particular.
But I think a bigger problem is that we, on a net basis, have lost
resources in this region, when we shut down the nuclear plants.
And we operate the system more now for fish, and for good reason.
We've added only a couple of small combustion turbines in the last
10 years.

Mr. SmiTH. Thank you, Mr. Chairman.

Mr. CALVERT. Thank you.

I will say that the demand in California went up significantly in
the last 3 years, the average in the double digits, as we didn’t have
additional power generation coming on-line. And one of the prob-
lems in California is some of the contracts with some of the—some
of the plants were less than the cost of production. So that’s where
the problem is in the market right now, is attempting to get—re-
negotiate those contracts to get those plants back on-line.

Mr. DEFAZ10. Mr. Chairman, may I have just a moment?

Mr. CALVERT. Certainly.

Mr. DEFAZIO. I've quite closely followed the statistics of the Cali-
fornia ISO’s, and your peak demand this year is less than 2 years
ago; and your consumption over the time period was up about 4
percent until this year, where it’s dropping rather precipitously;
and your peak demand is below. I'd just like to set the record
straight on that. Your demand is not up in the double digits.

Mr. CALVERT. Well, according to the statistics we have, our de-
mand has increased significantly—a number of years, overall—.

Mr. SMITH. (Inaudible) State of California—.

Mr. CALVERT. We'll move on to—if there are no additional ques-
tions for this panel, we’ll move on to the next panel.

The second panel is Mr. Steven Klein, Superintendent of Tacoma
Public Utility; Mr. Brett Wilcox, President and CEO of Golden
Northwest Aluminum; Mr. Randy Settler, Secretary of Columbia
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River Inter-Tribal Fish Commission; and Mr. Tom Karier, Power

Committee Chairman, Northwest Power Planning Council.
Gentlemen, thank you for attending today. We do have a—a time

light right there. When it gets to yellow, you have 1 minute re-

maining. You have 5 minutes for your testimony. Please try to stay

within that 5 minutes, and we’ll have time to ask any questions.
With that, Mr. Klein, you may begin.

STATEMENT OF STEVEN J. KLEIN, SUPERINTENDENT,
TACOMA POWER

Mr. KLEIN. Thank you.

Mr. Chairman and members of the Committee, the current cri-
sis—as we've talked about already this morning, the situation in
the Northwest is a result of a drought of epic proportions coupled
with the failed industry restriction effort in California that de-
stroyed the opportunity to rely upon the traditional diversity be-
tween the winter peak in the Northwest and the summer peak in
Southwest and led to a market failure that drove the price of
wholesale energy into the stratosphere.

Tacoma Power is a municipally-owned electric utility in Wash-
ington state, serving approximately 155,000 customers within a
service territory of 180 square miles.

Tacoma Power has a long legacy of conservation and power gen-
eration development over its 106-year history. We also have de-
pended upon other contractual resources with various Northwest
entities, including the Bonneville Power Administration.

At the end of the year 2000, we had cash reserves of $120 million
and had not had a retail rate increase for 6 years. Prior to that,
from 1989 to 1995, the few rate increases that we did have were
at or below the rate of inflation. We are neither a proponent nor
opponent of electricity industry deregulation. We did not fear com-
petition and choice, because as a consumer-owned utility, we rep-
resent the ultimate demonstration of choice. We also follow a strat-
egy that puts our customers first. And we have a legacy of innova-
tion and exceptional cost management. This continues to deliver
high value to a loyal customer base.

But our world began to change last fall. As late as November of
2000, the National Weather Service organizations were still fore-
casting wet or wetter than normal weather patterns for our area.

By December, the Northwest did not yet see normal precipita-
tion. A cold weather front was forecast and announced publicly to
hit the Northwest beginning Sunday, December 10, 2000, with the
coldest expected to fall upon the following Tuesday.

That Friday before, on December 8, we witnessed an unprece-
dented surge in the price of wholesale power. Tacoma Power pur-
chased power that day at nearly $3,000 a megawatt hour.

Anticipating the impending cold front and associated high elec-
tricity demand, we attempted to buy forward for Sunday through
Wednesday but could not find a willing seller at any price.

Facing the inability to meet the forecasted low, we called upon
our large industrial customers to shut down Sunday and remain
down until further notice.

The cold snap turned out to be milder than predicted. We did
find power available on Monday; however, from that weekend until
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today, the power market remains highly volatile, and prices are
typically eight to ten times what they were 1 year ago and cer-
tainly beyond that in—in spot circumstances.

Tacoma Power has spent over $140 million beyond our normal
level of expenditures to purchase market power. We have depleted
our once robust cash reserves and must now depend on a bank let-
ter of credit to preserve our financial position. This is on top of the
fact that Tacoma Power was the first utility to respond to this first
stage of this crisis by raising our retail rates an average of 50 per-
cent, effective clear back in December of last year.

This system average rate increase sent a strong price signal as
the rate increases range from 43 percent for residential class to up
to 75 percent for commercial/industrial.

Tacoma Power and the community we serve set an aggressive
goal of 20 percent conservation since January of the beginning of
this year. The cumulative conservation attained across our cus-
tomer base is 13 percent and growing, with April alone at 17 per-
cent.

Tacoma Power has also pursued other strategies to mitigate the
crisis, including temporary diesel generation. We continue to advise
our state and Federal representatives and appreciate the oppor-
tunity to testify here today.

Tacoma Power’s customers have felt the sting of the real market
price since December of last year, where some customers in Cali-
fornia are only reading about what someday may be coming for
them.

As if a 50 percent system average rate increase were not enough,
the additional hit from a BPA rate increase projected to be as much
as 100 to 250 percent this coming October—why does the Wash-
ington, D.C., establishment continue to view the energy crisis as
only impacting California? Our citizens can understand the varia-
bility of weather but have a hard time grasping the other aspects
of this crisis.

The California restructuring originally guaranteed rate decreases
and certainty to California consumers. The California electric utili-
ties were able to sell off generation assets for multiples of book
value. Independent power producers were allowed to enter the
wholesale market with no regulation or rules. Northwest rate pay-
ers also questioned the actions of an administration that forced the
BPA to commit power it didn’t have to provide even greater bene-
fits to the Northwest direct service industries.

The Energy Policy Act of 1992, supposedly well intentioned—and
represented a response to an expanded global economy and the de-
mand for competition and choice that previously led other indus-
tries to deregulation.

However, unique complexities and essential needs that electricity
serves has been greatly misunderstood and underestimated by
market idealists and reformists.

The California experiment sought to establish a “textbook mar-
ket” and failed miserably. As a result, the citizens of California and
the Northwest will be paying higher rates for years rather than en-
joying the supposed benefits of deregulation. In many ways, the
system in the Northwest, whose economy has been built upon rea-
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sonably priced power, will suffer the most and face a future of un-
certainty.

Thank you.

Mr. CALVERT. Thank you, Mr. Klein.

[The prepared statement of Mr. Klein follows:]

Statement of Steven J. Klein, Superintendent, Tacoma Power

The current crisis situation in the Northwest is the result of a drought of epic
proportions coupled with a failed industry restructuring effort in California that de-
stroyed the opportunity to rely upon the tradition diversity between the winter
peaking Northwest and the summer peaking Southwest and also led to a market
failure that drove the price of wholesale energy into the stratosphere.

Tacoma Power is a municipally owned electric utility in Washington State serving
approximately 155,000 customers within a service territory of 180 square miles. Ta-
coma Power has a long legacy of power generation development over its 106-year
history and we also have depended upon other contractual sources with various
Northwest entities including the Bonneville Power Administration (BPA).

At the end of the year 2000 we had cash reserves of $120 million and had not
had a retail rate increase for six years. From 1989 to 1995, the few rate increases
we did have were at or below the rate of inflation. We were neither a proponent
nor opponent of electric industry deregulation. We did not fear competition and
choice because as a consumer-owned utility we represent the ultimate demonstra-
tion of choice. We also follow a strategy that puts our customers first and we have
a legacy of innovation and exceptional cost-management that has continued to de-
liver high value to a loyal customer base.

Our world began to change last fall. As late as November 2000, the national
weather service organizations were still forecasting “wet or wetter than normal
weather patterns” for our area. By December the Northwest had not yet seen nor-
mal precipitation. A cold weather front was forecast and announced publicly to hit
the Northwest beginning Sunday, December 10, 2000, with the coldest point ex-
pected to fall on the following Tuesday. On Friday, December 8, 2000, we witnessed
an unprecedented surge in the price of wholesale power. Tacoma Power purchased
power that day at nearly $3,000 per mWH. Anticipating the impending cold front
and associated high electric demand we attempted to buy forward for Sunday
through Wednesday and could not find a willing seller at any price. Facing the in-
ability to meet forecasted load we called upon our large industrial customers to shut
down Sunday and remain down until further notice. The cold snap turned out to
be milder than predicted and we found power available on Monday, however, from
that weekend till today the market remains highly volatile and prices are typically
8 to 10 times what they were just one year ago.

Tacoma Power has spent over $140 million beyond our normal level of expendi-
tures to purchase market power and we have depleted our once robust cash reserves
and must now depend upon a bank letter of credit to preserve our financial position.
This is on top of the fact that Tacoma Power was one of the first utilities to respond
to the first stages of the crisis by raising our retail rates an average of 50 percent
effective December 20, 2000. This system average rate increase sent a strong price
signal as the rate increases ranged from 43 percent for the residential class to 75
percent for commercial/industrial. Tacoma Power and the community we serve set
an aggressive goal of 20 percent conservation and since January 2001, the cumu-
lative conservation attained across our customer base is 13 percent and growing. Ta-
coma Power also has pursued other strategies to mitigate the crisis including tem-
porary diesel generation and we have advised our State and Federal representatives
and provided testimony at various hearing on the crisis.

Tacoma Power’s customers have felt the sting of the real market price signal since
December of last year, where some customers in California are only reading about
what may someday be coming for them. As if a 50 percent system average rate in-
crease were not enough we, the addition hit from a BPA rate increase projected to
be as much as 100 to 250 percent this coming October. Why does the Washington
D.C. establishment continue to view the energy crisis as only impacting California?

Our citizens can understand the variability of weather but have a hard time
grasping the other aspects of this crisis. The California restructuring originally
guaranteed rate decreases and certainty to California consumers, the California
electric utilities were able to sell off generation assets for multiples of book value,
the independent power producers were allowed to enter the wholesale market with
no regulation or rules. Northwest ratepayers also question the actions of the admin-
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istration that forced BPA to commit power it didn’t have to provide even greater
benefits to the northwest direct service industries.

The Energy Policy Act of 1992 was well intentioned and represented a response
to an expanded global economy and the demand for competition and choice that had
previously led other industries through deregulation. However, the unique complex-
ities and the essential needs that electricity serves have been greatly misunderstood
and underestimated by market idealists and reformers. The California experiment
sought to establish a “text book” market and failed miserably. As a result, the citi-
zens of California and the Northwest will be paying higher rates for years to come
rather than enjoying the supposed benefits of deregulation. In many ways the citi-
zens of the northwest, whose economy has been built upon reasonably priced power
will suffer the most and face a future of uncertainty.

Mr. CALVERT. Mr. Wilcox?

STATEMENT OF BRETT WILCOX, PRESIDENT AND CEO,
GOLDEN NORTHWEST ALUMINUM, INC.

Mr. WiLcoX. Thank you, Mr. Chairman.

My name is Brett Wilcox. I'm President of Golden Northwest
Aluminum Company. Golden Northwest owns and operates alu-
minum smelters at Goldendale, Washington, and the Dalles, Or-
egon. Normally, we employ 1,225 people and are one of the largest
employers in Eastern Washington and Eastern Oregon. We are
committed to saving these family wage jobs and continuing to an-
chor the economy of our distressed rural communities.

Our production and employment currently are curtailed. The
Bonneville Power Administration is remarketing the power we had
under our contract. Each DSI’'s contract rights and marketing
agreements are different.

Under our company’s particular agreement, our employees re-
ceive full wages and benefits. Bonneville received over 100—we’ve
received $100 million in cash to invest with other customers. In a
pact with Bonneville United Steel Workers Union, we’ve committed
our remaining marketing proceeds to help save our smelter oper-
ations by developing new Northwest power projects, including a
very significant amount of wind power generation.

Mr. Chairman, your invitation asks that I testify about tiered
rates. This is a rate form I proposed to Bonneville to reduce de-
mand during the current power supply crisis. Tiered rates reflect
the reality of the market. The buying of the next increment of addi-
tional power costs a lot, and reducing consumption of the margin
saves a lot. If power consumers receive this “price signal” in their
rates, then less power will be used; less will be needed; less will
be purchased at higher prices.

Consumers do not have to reduce their consumption—consumers
do not have to reduce their consumption by the full amount of the
higher-priced tier to receive the benefits of tiered rates.

Experience in Great Britain indicates when the power reserves
are critical, the reduction and consumption by only at one and a
half percent can reduce market prices by up to 25 percent.

Tiered rates are one of the best ways to lower high power prices.
All consumers benefit, whether or not they can reduce their own
demand.

I still believe that, objectively speaking, tiered rates are the sin-
gle-most appropriate “demand-side” policy to encourage conserva-
tion and efficiency and help reduce power prices.
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Realistically, however, I recognize that politics and confusion and
fears have made it virtually impossible, as a practical matter, for
Bonneville to adopt tiered rates for its DSI customers.

I won’t waste the Subcommittee’s time by beating a dead horse.
Please note, however, that leaving aside the DSI’s, tiered rates still
make sense for Bonneville’s other customers.

If the utilities pay tiered rates, their customers will soon pay
some variant at the retail level. Conservation and efficiency will
improve, and consumption and power prices will be lower.

Without DSI’s as an issue, I hope Bonneville, its utility cus-
tomers, the region, and Congress will recognize that appropriate
price signals for changes in demand are critical to managing the
demand side of the supply-demand equation.

Rather than reduce the demand with price signals, Bonneville’s
trying to reduce demand among its aluminum—and some nonalu-
minum—companies by asking them to extend their curtailments
for up to 2 years beyond the curtailments now scheduled to end in
September.

While our loads have not grown and have not contributed to the
current energy shortage, our company would like to be part of the
solution to the power crisis.

We are willing to agree to some extent of curtailment but only
under terms that are fair to our workers and our company that
give us a reasonable assurance we will be able to resume oper-
ations when the current crisis ends.

Different aluminum companies are so differently situated that
fairness cannot result if Bonneville pursues a “one size fits all” ap-
proach to extended curtailments. For example, our company shared
its power marketing proceeds with its employees and Bonneville
and is using the remaining funds for new power plants to save its
s}r;nelters and their jobs. No other aluminum company agreed to do
that.

Second, each company’s cost of “hibernating” for an extended pe-
riod is different. In addition to continued employee costs, we have
other continuing fixed costs from not operating. These costs vary
widely from company to company.

We have, and will share, our cost information with Bonneville
and allow Bonneville to verify our actual “hibernation” costs. We do
object, however, to Bonneville paying us less than anything but the
full amount of our company’s actual costs. We are willing to help
in this crisis, but we can’t do so in a way that doesn’t cover our
costs and therefore threatens our survival.

My company’s smelters were built with Federal encouragement
at the sites of two dams, neither of which would have been built
without these smelter loads to use the power. In a few years, the
ever-growing loads of Northwest utilities will push us off the Fed-
eral system entirely.

The bell does not toll only for aluminum smelters. Over half of
all electric power in the Northwest is used by industry and agri-
culture. Low power prices have traditionally been the significant
competitive advantage of the Northwest industry.

Without abundant and reasonably priced electric power, the
lights of factories and of farms will go out all over the Northwest.
We face a crisis of paying taxes, not just utility bills. There is a
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very real threat that the current power crisis will deindustrialize
the Pacific Northwest.

If Bonneville, the traditional economic provider of the region, is
now going to confine its power supply to relatively few customers,
then Federal power will no longer keep the region’s economy
healthy.

The ample, reasonably priced power will have to come from new,
nonFederal projects. Bonneville has the tools to support those non-
Federal projects. We encourage them to use them.

Thank you very much.

Mr. CALVERT. Thank you.

[The prepared statement of Mr. Wilcox follows:]

Statement of Brett Wilcox on Behalf of Golden Northwest Aluminum, Inc.
and Northwest Energy Development, LLC

A. Introduction

My name is Brett Wilcox. I am President and CEO of Golden Northwest Alu-
minum, Inc. (“Golden Northwest”). Golden Northwest owns and operates primary
aluminum smelters at Goldendale, Washington, and The Dalles, Oregon. Normally,
we employ 1,225 people. We are the largest employer in Klickitat and Wasco Coun-
ties, and among the largest employers in Eastern Washington and Eastern Oregon.
We are committed to saving these family wage jobs and continuing to anchor the
economy of our distressed rural communities.

Our production and employment are currently curtailed for lack of affordable
power. The Bonneville Power Administration is remarketing the power we had
under contract. Each direct service industry’s (“DSI”) contract rights and remar-
keting agreement is different. Under my company’s particular agreements, our em-
ployees receive full wages and benefits, Bonneville receives one hundred million dol-
lars in cash that benefit its other customers, and—in pact with Bonneville and the
United Steelworkers of America—we’ve committed our remaining remarketing pro-
ceeds to help save our smelter operations by developing new Northwest power
projects, including a very significant amount of wind power.

As a result, I am testifying today not only for Golden Northwest and our employ-
ees, but also for our new power project development company, Northwest Energy
Development, LLC (“Northwest Energy”), which is developing three proposed power
projects, including our wind projects. Our motto is “Northwest power for Northwest
jobs.” It’s a motto we hope will become that of Bonneville and the entire Pacific
Northwest, working and cooperating together as a region.

B. Tiered Rates

The Chairman asked that I testify about “tiered rates.” This is a rate form I pro-
posed to Bonneville to reduce demand during the current power supply crisis. Tiered
rates reflect the reality of the market: that buying the next increment of additional
power costs a lot; and reducing consumption at the margin saves a lot. If power con-
sumers receive this “price signal” in their rates, then less power will be used, less
gvil% be needed, less will be purchased at high prices, and average power costs will

e lower.

Consumers do not have to reduce their consumption by the full amount of the
higher priced tier of power to benefit from tiered rates. Experience in Great Britain
indicates that, when power reserves are critical, a reduction in consumption by
1%2% can reduce market prices by up to 25%. A recent study for the Electric Power
Research Institute suggests that the top 10% of demand is responsible for 50% of
price peaks. Tiered rates are the best way to lower high power prices. All consumers
benefit, whether or not they can reduce their own demand.

I still believe that, objectively speaking, tiered rates are the single most appro-
priate “demand-side” policy to encourage conservation and efficiency, and help re-
duce power prices and rates during the current crisis. Realistically, however, I rec-
ognize that politics, confusion and fears (perhaps the politics of confusion and fears)
have now made it virtually impossible, as a practical matter, for Bonneville to adopt
tiered rates for its DSI customers. I won’t waste the Subcommittee’s time beating
a dead horse. Something different must be done regarding the DSIs and Golden
Northwest.

Please note, however, that leaving aside the DSIs, tiered rates still make sense
for Bonneville’s utility customers. If utilities pay tiered rates, their customers will
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soon pay some variant at the retail level. Conservation and efficiency will improve,
and consumption and power prices will be lower as a result. Without DSIs as an
issue, I hope Bonneville, its utility customers, the region, and Congress will recog-
nize that appropriate price signals for changes in demand are critical to managing
the demand side of the supply-demand equation.

C. Extended Curtailments of Aluminum Smelters

Rather than reduce demand with price signals, Bonneville is trying to “pick off”
specific aluminum and non-aluminum loads and keep them shut down for a two-
year extension beyond the curtailments now scheduled to end in September.

While our loads have not grown and have not contributed to the current energy
shortage, our company would like to be part of the solution to the power crisis. We
are willing to agree to some extended curtailment, but only under terms and condi-
tions that are fair to our workers and our company, and that give us a reasonable
assurance of being able to resume operations when the current crisis ends.

Different aluminum producers are so differently situated that fairness cannot re-
sult if Bonneville pursues a “one size fits all” approach to extended curtailments.
For example, Golden Northwest shared its power remarketing proceeds with its em-
ployees and Bonneville, and is using the remaining funds for new power plants to
save its smelters and their jobs. No other aluminum producer agreed to this or does
it. Second, each company’s costs of “hibernating” for an extended period are dif-
ferent. In addition to continued employee costs, we have other continuing fixed costs
from not operating. These costs vary widely from company to company.

We have and will share our cost information with Bonneville and allow BPA to
verify our actual “hibernation” costs. We do object, strenuously, to Bonneville paying
us anything less than the full amount of our company’s “hibernation” costs. We're
willing to help in the current crisis, but we can’t do so in a way that doesn’t cover
our costs, and therefore threatens our survival.

It must be remembered, here as in the tiered rates discussion, that each
kilowatthour our smelters don’t use, and that Bonneville doesn’t have to buy, is cur-
rently very expensive. After September, my company could and would operate, and
our employees would be at work, but for our willingness to extend our curtailment
at BPA’s request. That extension will save Bonneville and its other ratepayers a
huge amount of money.

It would be fair to share the savings of extending our curtailment after October,
as we shared the benefits with BPA for remarketing before October. But we do not
ask for even that. We do insist, however, on receiving at least enough of those sav-
ings to cover our costs of producing the savings for others. That is only fair. And
it’s essential for us to remain viable during the extended curtailment.

Finally, a two-year extension of the current curtailments beyond September is
simply too long. There is no clear need for it: the forward price curve for electric
power is not a high plateau, but a line that plunges beginning next spring. In addi-
tion, a total of three years is simply too long for a smelter to be shut down. Our
employees will move on, our communities will wither, our company will die. We
should treat the current power crisis for what it is: a severe emergency of uncertain
duration, but not a permanent one.

D. Bonneville Assistance to Non—Federal Resources that Aid Northwest Jobs

My company’s smelters were built with Federal encouragement at the sites of two
Federal dams, neither of which would have been economical to build without these
smelter loads. Yet in a few years, the ever-growing loads of Northwest utilities will
have pushed us off the Federal system entirely.

The bell does not toll only for the aluminum smelters. Over half of all electric
power in the Northwest is used by industry and agriculture. Low power costs have
traditionally been the only significant competitive advantage Northwest industry
and agriculture enjoy. Wage rates are high here. Transportation costs are high.
Taxes are high. Without abundant and reasonably priced electric power, the lights
of factories and of farms will go out all over the Northwest, perhaps never to be
lit again. We face a crisis of paychecks, not just utility bills. This is a very real
threat that the current power crisis will “de-industrialize” the Pacific Northwest.

If Bonneville, the traditional economic driver of the region, is now going to confine
its power supplies to a relatively few favored customers, then Federal power will
no longer keep the regional economy healthy. The ample, reasonably priced power
will have to come from new, non-Federal power projects. Bonneville has the tools
to help support these new, non—Federal projects. We ask that Congress and the Ad-
ministration urge Bonneville to use them.

In particular, we urge emphasis on Northwest power for Northwest jobs. Every
new power plant uses up some portion of the available infrastructure: transmission
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capacity, pipeline capacity, water, air. It makes a huge difference to the Northwest
whether the power, or at least the financial benefits of the power, from the new
project are, or are not, dedicated to saving regional employers and employment. You
can’t tell, just by looking at a new plant, whether its power and financial benefits
flow to Northwest jobs. But you can tell by looking at its books and sales arrange-
ments.

Bonneville’s statutory mandate under the Northwest Power Act is to “assure the
Pacific Northwest an adequate, economical, efficient, and reliable power supply.”
The Act gives Bonneville many specific as well as broad powers to assist, stimulate,
support, provide transmission and other services to, and help finance non—Federal
power plants. Bonneville should do so. In particular, BPA can and should help cus-
tomers develop new resource by providing credit support through agreements like
the Cowlitz Falls payment backup or a “financial sleeve” under which BPA buys
power from a new project for up to five years and agrees to resell it to the same
customer at the same cost.

BPA should support resource development particularly by traditional customers,
such as Golden Northwest, whose Bonneville power is being taken away so that it
can be sold instead to utility customers whose loads are growing and who are not
building their own new resources to meet that growth. And it should do so with an
unequivocal and unapologetic priority for those who, like Northwest Energy Devel-
opment, are willing to sign on the dotted line and commit to use the power or finan-
cial benefits from the new non-Federal projects to save Northwest employers and
Northwest jobs. By actively supporting such resource development, BPA can help
turn the current power crisis into a win-win opportunity for the future of the entire
Pacific Northwest.

Thank you.

Mr. CALVERT. Mr. Settler, go ahead.

STATEMENT OF RANDY SETTLER, SECRETARY, COLUMBIA
RIVER INTER-TRIBAL FISH COMMISSION

Mr. SETTLER. Good morning, Mr. Chairman, esteemed members
of the Committee. My name is Randy Settler. 'm Secretary of the
Columbia River Inter-Tribal Fish Commission. I'm a member of the
Tribal Council of the Confederated Tribes and Bands of the
Yakama Nation and the Chairman of the Yakama Nation’s Fish
and Wildlife Committee.

I want to thank you both for the opportunity to testify before you
today and for your desire to look into this critical situation.

It is not the current water conditions standing alone that are af-
fecting tribal resources in the Columbia River Basin. The real prob-
lem is the management decisions made and actions taken by the
Federal and state agencies in reaction to the drought. It is these
unilateral decisions and actions that are putting the long-term via-
bility of the salmon resource in jeopardy.

The true crisis with long-term implications has been declared in
the Columbia River, as well as here in the Puget Sound, where nu-
merous salmon populations are in danger of being lost to this and
future generations.

As a region, as sovereigns, we must distinguish between man-
aging for short-term inconveniences and preventing long-term
losses. Due to state and Federal reactions to current water condi-
tions, a heightened state of emergency has been created for our
shared salmon resources.

Under treaties negotiated with the United States in 1855, the
tribes reserved to themselves several rights as sovereigns, among
these the right to take fish at all usual and accustomed fishing
places. Our people have exercised this right since time immemorial.
Our peoples fished during times of drought and during times of
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floods, during times of great runs of salmon and during times of
low runs of salmon.

As they do now, our chiefs and elders watched over the harvest
to ensure that the people cherished and protected the gift of salm-
on from the Creator. It is our expectation now that the United
States will honor the treaties and take the steps necessary to pro-
tect our trusted resources.

The extremely low water year does not lower the standard by
which the United States must strive to meet to honor those obliga-
tions held within the treaties. To honor its commitment, the United
States must ensure that there is water in sufficient quantity and
quality in the Columbia River and to ensure the safe passage of
out-migrating juveniles, as well as for adult salmon returning
upriver to spawn.

Under treaties with the Columbia River treaty tribes and with
Canada and under its domestic laws and agreements, the United
States is obligated to give primacy to the salmon emergency. In
order to deal with this ongoing emergency, the tribes believe that—
I'd like to point these out. These are, for the record, documents
that—we have interacted with the various Federal agencies—that
we’d like recognized.

Mr. CALVERT. Those will be submitted for the record, without ob-
jection.

[The information referred to is retained in the Committee’s files]

Mr. SETTLER. Right. And the Federal agencies, at a minimum,
must provide the flow and spill levels for out-migrating juveniles
and the returning adults as identified in the tribe’s 2001 River Op-
erations Plan, initially presented to the Federal Government in
February 2001, with updates in March, April, and May of 2001.

Mr. Wright has promised us a written response for these. We
have not received any written response back yet.

Because of the 2001 low-flow conditions, in combination with the
Columbia River dams, and the absence of fish protection measures
in 2001—these factors will result in very high levels of salmon mor-
tality, whose effects will last for several generations, ten or more
years. The Federal Government must develop a mitigation program
that addresses the overwhelming impacts the hydropower system
will impose in 2001.

To the extent irrigation withdrawals must be limited to meet the
flow and spill standards, the Federal Government should mitigate
for that impact and explore the potential for reducing irrigation
withdrawals in the long term, using a willing buyer and willing
seller standard.

The Federal Government must honor its commitments under the
1996 MOA. Unexpended fish restoration monies held in Bonneville
Power Administration’s financial reserves must be released to the
tribes and to the region’s fish and wildlife agencies.

The Federal Government must commit to providing the financial
resources to implement the 2000 BiOp and “All-H” paper.

The states must maintain their minimum in-stream flow stand-
ards and ensure that water quality standards continue to be met.

And in order to reduce the burden of river uses on the backs of
salmon, we ask that you support and facilitate the sustainable de-
velopment of energy resources by the tribes.
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I will focus on the flow and spill issues this morning. Flow and
spill proposals: Tribal representatives met with Federal agency rep-
resentatives on several occasions in January and through Decem-
ber 2000, but a meaningful dialogue was never developed on a gov-
ernment-to-government basis.

A list of meeting dates in the BiOp is the only indication that
the Federal Government attempted to consult with the tribes. None
of our substantial concerns were addressed in the BiOp.

The tribes continue to believe that the four dams in the lower
Snake River must be breached to ensure the restoration of salmon
in that basin. It is clear from the scientific data collected over years
of study that breaching is the only sure course to salmon restora-
tion. If we don’t breach the dams, then a very aggressive program
of increased flows through the reservoirs and spills at the dams
must be pursued by the Federal agencies to increase the survival
of juvenile out-migration.

Based on the overwhelming amount of information available
from research conducted over the last 30 years, transporting fish
only harms; it does not provide any long-term benefits.

I have two more pages. Would you like me to—.

Mr. CALVERT. If you would summarize that, we would certainly
appreciate that.

Mr. SETTLER. This year, by declaring an emergency, the Federal
agencies are banning the flow and spill proposals they outlined in
the BiOp. For the spring, still, the Federal agencies identified 3,600
megawatt months’ worth of water as needed to prevent jeopardy to
these fish.

Now they have decided to spill less than 10 percent of that level.
There’s a hitch. They will spill this meager amount of water they
promise for fish if they are given the option of taking away spill
from the mid Columbia salmon stocks.

In an effort to compromise, the tribes and others have forwarded
a proposal of 800 megawatts of spill. The 800-megawatt months of
spill in the tribal proposal will provide a more biologically sound
“spread the risk” approach.

Mr. Chairman, I have a couple more pages I'd—.

Mr. CALVERT. We'd be happy to accept those for the record. And
if you have any closing remark, we would appreciate that so we can
move on to the next person.

Mr. SETTLER. I'll reserve my remarks. I hope I get some ques-
tions.

Mr. CALVERT. Mr. Settler, we’ll get back to you with some ques-
tions.

[The prepared statement of Mr. Settler follows:]

Statement of Randy Settler, Secretary, Columbia River Inter-Tribal Fish
Commision

Good morning Mr. Chairman, esteemed members of the committee. My name is
Randy Settler; I am the Secretary of the Columbia River Inter—Tribal Fish Commis-
sion. I am also a member of the Tribal Council of the Confederated Tribes and
Bands of the Yakama Nation and the Chairman of the Yakama Nation’s Fish and
Wildlife Committee. I want to thank you both for the opportunity to testify before
you today and for your desire to look into this critical situation.

The Commission was formed by resolution of the Nez Perce Tribe, the Confed-
erated Tribes of the Umatilla Indian Reservation, the Confederated Tribes of the
Warm Springs Reservation of Oregon and the Confederated Tribes and Bands of the
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Yakama Nation for the purpose of coordinating fishery management policy and pro-
viding technical expertise essential for the protection of the tribes’ treaty-protected
fish resources. Since 1979, the CRITFC has contracted with the BIA under the In-
dian Self-Determination Act (P.L. 93-638) to provide this technical support. The
Commission’s primary mission is to provide coordination and technical assistance to
the member tribes to ensure that outstanding treaty fishing rights issues are re-
solved in a way that guarantees the continuation and restoration of our tribal fish-
eries into perpetuity. My testimony today is provided on behalf of the tribes.

Treaties of 1855

Under treaties negotiated with the United States in 1855, the tribes reserved to
themselves several rights as sovereigns, among these the right to take fish at all
usual and accustomed fishing places. Our peoples have exercised this right since
time immemorial. Our peoples fished during times of drought and during times of
floods, during times of great runs of salmon and during times of low runs of salmon.
As they do now, our chiefs and elders watched over the harvest to ensure that the
people cherished and protected the gift of salmon from the Creator. It was the ex-
pectation of our treaty negotiators then that the tribes would always have access
to abundant runs of salmon; it is our expectation now that the United States will
honor that commitment and take the steps necessary to protect our trust resource.
This reserved right has not been diminished by time and its full exercise has been
upheld and affirmed in several U.S. Supreme Court decisions. Yet, our ability to
fully exercise this right has been compromised by a combination of state and Fed-
eral decisions and management actions focused on the short term.

The fact that we now find ourselves in an extremely low water year does not
lower the standard by which the U.S. must strive to meet to honor those obligations;
in fact, the drought increases the burden of the U.S. and its agencies to ensure that
the salmon resource is protected from further injury and loss. To honor its commit-
ment now means that the United States must ensure that there is water in suffi-
cient quantity and quality in the Columbia River to ensure the safe passage of
outmigrating juveniles as well as for adult salmon returning upriver to spawn.

We do not propose this standard in a vacuum, it is a standard we have lived by
and under which we manage our fisheries, to ensure this resource will be here for
our greatgrandchildren’s children. In times of scarcity our peoples have sacrificed
to ensure the survival of the salmon: for example, we have not fished commercially
for summer Chinook since 1964 and our harvest of those stocks for ceremonial and
subsistence purposes has been negligible.

I want to take this opportunity to note that the tribes, working through the Com-
mission, have developed a framework restoration plan, Wy-Kan—-Ush-Mi Wa-Kish—
Wit or Spirit of the Salmon. This plan documents the threats to our fisheries, identi-
fies hypotheses based upon adaptive management principles for addressing these
threats, and provides specific recommendations and practices that must be adopted
by natural resource managers to guarantee their trust responsibilities and meet
their treaty obligations. In this plan, the tribes have identified the need to insure
that the burden of conserving these salmon stocks is allocated fairly across those
land and water uses responsible for, their decline. Consistent with this need, we
have identified changes that hatchery programs, forestry, hydroelectric develop-
ment, irrigation, mining and other development activities must make in their oper-
ations to ensure the recovery of salmon stocks and fisheries. The tribes’ ultimate
goal is to restore a sustainable resource for the benefit of all peoples in the Pacific
Northwest. Consistent with meeting this goal, each and every beneficiary of the
river must make sacrifices in times of shortage, much as the tribes have voluntarily
sacrificed fully exercising their right to fish over the last several decades. The tribes
now call upon those who would generate electricity and those who would withdraw
water from the rivers to now make that sacrifice, or to provide equivalent mitigation
when it is demonstrated that such sacrifice is impossible.

At the outset, let me clearly state that it is not the current water conditions
standing alone that are affecting tribal resources in the Columbia River basin. The
real problem is the management decisions made and actions taken by the Federal
and state agencies in reaction to the drought. It is these unilateral decisions and
actions that are putting the long-term viability of the salmon resource in jeopardy.
In the tribes’ view, too much is being made of there being an “energy crisis” or a
“water crisis” in the basin; these are real problems but they are short-term in na-
ture. The true crisis, with long-term implications, has already been declared in the
Columbia River, as well as here in the Puget Sound, where numerous salmon popu-
lations are in danger of being lost to this and future generations. As a region - as
sovereigns - we must distinguish between managing for these short-term inconven-
iences and preventing the realization of the true potential for long-term losses. Due
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to state and Federal reactions to current water conditions, a heightened state of
emergency has been created for our shared salmon resource.

Under treaties with the tribes, with Canada, and under its domestic laws and
agreements, the United States is obligated to give primacy to the salmon emer-
gency. In order to deal with this on-going emergency, the tribes’ believe that:

¢ the Federal agencies, at a minimum, must provide the flow and spill levels for
out migrating juveniles and returning adults as identified in the tribes’ 2001
river operations plan, initially presented to the Federal Government in Feb-
ruary 2001, with updates in March, April, and May of 2001;
because the 2001 low flow conditions in combination with the Columbia River
dams and the absence of fish protection measures in 2001 will result in very
high levels of salmon mortality whose effects will last for several generations
(ten or more years), the Federal Government must develop a mitigation program
that addresses the overwhelming impacts the hydropower system will impose in
2001; 2
to the extent irrigation withdrawals must be limited to meet the flow and spill
standards, the Federal Government should mitigate for that impact and explore
the potential for reducing irrigation withdrawals in the long-term, using a will-
ing buyer and willing seller standard,;
the Federal Government must honor its commitments under the 1996 MOA, un-
expended fish restoration monies held in Bonneville Power Administrations fi-
nancial reserves must be released to the tribes and the region’s fish and wildlife
agencies;
¢ the Federal Government must commit to providing the financial resources to im-
plement the 2000 BiOp and “All-H” paper;
the states must maintain their minimum instream flow standards and ensure
that water quality standards continue to be met; and,
in order to reduce the burden of river uses on the backs of salmon, we ask that
you support and facilitate the sustainable development of energy resources by
the tribes.

I will address each of these issues in turn.

Flow and Spill Proposals

During the development of the BiOp, the tribes attempted to engage the Federal
agencies in government-to-government consultations in order to ensure that our
treaty reserved rights were protected. And while tribal representatives did meet
with Federal agency representatives on several occasions from January, through De-
cember 2000, expending considerable time and resources, a meaningful dialogue was
never developed on a government-to-government basis. In reviewing the BiOp, a list
of meeting dates is the only indication that the Federal Government attempted to
consult with the tribes. We believe that none of our substantive concerns were ad-
dressed in the BiOp.

With regard to the hydroelectric power system, the tribes continue to believe that
the four dams in the lower Snake River must be breached to ensure the restoration
of salmon in that basin. It is clear from the scientific data collected over years of
study that breaching is the only sure course to salmon restoration. In lieu of dam
breaching, a very aggressive program of increased flows through the reservoirs and
spills at the dams must be pursued by the Federal agencies to increase the survival
of juvenile out migrants. Based on the overwhelming amount of information avail-
able from research conducted over the last 30 years, the tribes do not believe that
tra&lspolliting fish provides benefits anywhere near the equivalent of adequate flows
and spill.

We advocate flow and spill not because we believe they are the answer to salmon
recovery, but because they are the only two management actions at our disposal.
They will lessen what promise to be unusually lethal impacts of the hydropower sys-
tem at a time when salmon stocks in the Snake and upper Columbia River are at
dangeliously low levels. This cannot be considered enhancement but, at best, damage
control.

We have been told that, instead of dam breaching, we will use the next eight
years for adaptive management. Yet there is a growing reluctance to use the infor-
mation and knowledge we have already gathered about the survival of salmon,. let
alone utilizing additional information we may learn by conducting additional studies
to improve their survival.

Previous Drought Years

This year, the amount of available water for instream flows in the Columbia River
basin is expected to be lower than that of 1977, recognized as the worst water year
on record. This year, by declaring an energy emergency, the Federal agencies intend
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to circumvent the flow and spill proposals they outlined in the Biological Opinion
(BiOp) on the Federal Columbia River Power System (FCRPS). This spring, the Fed-
eral agencies have proposed to limit spill to less than 10% of that identified in the
BiOp as necessary to avoid jeopardizing listed salmon populations. And even this
limited action will only be taken if they are granted the option of stealing spill that
was to be provided for other salmon populations during the summer. In 1977, even
with some flow and spill provided, the National Marine Fisheries Service estimated
in river survival of only 2—-3% for out migrating Snake River juveniles.

To “alleviate” what everyone recognizes as a disastrous situation for out-migrating
juvenile salmon, the Federal agencies propose “transporting” these fish by barge or
truck for release below the dams.

Virtually no transported fish returned as adults from the 1977 out migration. In
fact, even though fish transportation, as a technical solution, has been in use since
1968, several salmon populations have either disappeared or been listed for protec-
tion under the ESA. The tribes believe that the research is in, transportation does
not work; the best way to ensure the survival of these populations is by either
breaching dams or providing sufficient spill and flow levels.

In 2001; we know how poorly Snake River spring Chinook survived in 1977. We
know that during years with favorable river conditions (high flow and spill rates),
smolt-to adult returns (SARs) for upriver stocks that must navigate the several
dams on the river compare most favorably with SARs for downriver control stocks,
those that have no dams blocking their path to the ocean. We know that flow aug-
anentation lessens the impacts of reservoirs and that spill lessens the impacts of

ams.

We now know that we would need many millions of acre-feet to approach flow lev-
els even close to the historic hydrograph. Yet, getting back to the historic
hydrograph isn’t enough. Because the reservoirs behind the Dams Act to slow water
velocity several fold, for flow, we would need to increase average precipitation sev-
eral fold to compensate for the presence of reservoirs. Even in normal years, this
would be impossible.

Clearly the flow augmentation targets proposed by the Federal agencies in the
BiOp are inadequate. Yet, this year the Federal agencies refuse to provide even
those levels, as a result, flows are now half of the BiOp targets. And the safest ave-
nue for fish, providing for spill over the dams, is now subjected to drastic curtail-
ment or complete elimination in order to provide water for power generation.

Spring Spill

While we should at the very least be able to count upon the Federal agencies to
meet the goals and objectives they set for river management in the BiOp, it appears
as though neither the tribes nor the salmon can count on them making any effort
to restore salmon. The legally mandated spill at Federal dams in the Columbia and
Snake rivers as described in the BiOp have been abandoned, plunging already
weakened salmon runs through the most lethal routes in the river system. Without
spill, the salmon resource is left to turbine passage, mechanical bypass and trans-
portation with all of their uncertainties.

For the spring out migration, the BiOp called for 3600-megawatt (mw) months
worth of spill as a reasonable and prudent alternative (RPA) that would help to pre-
clude jeopardy to the listed salmon populations. Declaring an emergency, the Fed-
eral agencies initially claimed that the best they can now offer at this critical time
for the salmon is 300 mw months of spill, or less than 10% of the RPA. Even this
drastically reduced level of spill is contingent upon compromising spill regimes later
in year, with the potential for putting other salmon stocks at risk.

In an effort to compromise, the tribes and others have forwarded a proposal for
800 mw months of spill. The 800 megawatt months of spill in the tribal proposal
provides a more biologically sound, “spread the risk” approach for migrants reaching
the lower Columbia. The tribal proposal calls for a fraction of the spill - approxi-
mately 8 days versus 62 days- required in the 2000 Federal Biological Opinion. The
tribal “spread the risk” strategy would provide salmon several passage routes in the
face of the uncertainties surrounding this year’s river conditions.

The tribes continue to reject the Federal proposal to swap summer spill at mid—
Columbia dams for spring spill in the lower river - an inappropriate and irrespon-
sible trading of risk from one stock to another. The Federal proposal would force
parties to walk away from a historical spill settlement agreement that took a decade
to negotiate and finalize.

State Management Actions and Obligations

Water is an extremely limited resource and the rivers throughout the region are
already over-allocated due to poor management by the states. While these waters



36

serve other important uses and users, they are fundamental habitat for salmon.
Salmon need these waters for instream flows. Our treaties, and the Federal and
State trust responsibility to the tribes under our treaties, as well as the Endangered
Species Act and the Clean Water Act, are there to protect these resources.

A sufficient level of water is simply not available for all the uses being proposed
by the various user groups, especially during these times. States should consider
providing, and the Federal Government should consider supporting, funding incen-
tives for setting or amending instream flows to levels higher than the current flows
where necessary to ensure that these flows are adequate to meet the needs of fish.

The States should provide more funding to allow responsible agencies to follow
through on the states’ legal responsibility to establish instream flows. Sufficient
funding should also be provided to ensure that the agency could enforce these flows
each and every year, especially in drought years. Current state funding levels fall
woefully short of the amount needed to fulfill these responsibilities in a legitimate,
scientific manner.

While these issues are shared by each state, in light of the location for this hear-
ing, I will highlight as an example an issue in the State of Washington.

In 1980, the State of Washington had the foresight to reserve instream water
rights to protect fish habitat and public health. But, under the same law, the State
is allowed to reduce these flows in cases of “overriding public interest.” On April 5,
2001 the Washington Department of Ecology (WDOE) exercised this discretion and
authorized a critical flow adjustment, reducing designated instream water flow lev-
els by 23% in the Columbia River. This action was apparently taken in order to
avoid cutting off the access of junior appropriators, permitting even irrigators with
rights secured after 1980 to withdraw water in this drought year. The tribes do not
believe that decision was taken in full consideration of the public interest. By law,
water conservation is a public interest, and the burden of further conservation
should be “shared by the various users to the greatest extent practicable.” By reduc-
ing instream flows, however, Washington is not allocating the burden between
users. Rather, the State of Washington is benefiting private economic interests over
public interests.

The tribes are concerned that, by taking this action that favors irrigation needs

exclusively over the needs of fish, the State of Washington is not honoring its obliga-
tions to rebuild naturally spawning stocks of anadromous fish as required under US
v. Oregon, the Chinook rebuilding program of the U.S.—Canada Pacific Salmon Trea-
ty, and the Northwest Power Act. Obviously, the State’s action in reducing instream
flow levels will not benefit salmon. Every cubic second foot of water available for
irfl‘fs.tream purposes is more valuable in a drought year than in a year of normal run-
off.
In this specific instance, under the terms of their permits, the junior water right
holders were aware that their rights could be curtailed at least once in every 20
years for instream flow purposes. These rights were conditioned upon volume runoff
forecasts, subsequent water development occurred based upon that condition. This
year was the first time that junior rights holders faced that potential since Wash-
ington established instream rights in 1980. The junior permits were specifically
made conditional upon volume runoff forecasts and subsequent water development
occurred based on that condition. This would be an appropriate year to restrict these
diversions to protect instream uses. Yet the State chose to let them withdraw water
this year anyway.

In addition, this decision has a cumulative impact: further reducing instream
flows reduces the volume of water available for hydroelectric production and for spill
for salmon and will adversely affect the region’s interest in both these instream
uses.

The State of Washington must take affirmative actions to rebuild salmon runs,
even during low flow years, to protect the treaty fishing rights of the tribes. The
State has not demonstrated that it has a plan to restore salmon to meet the tribes’
fishing needs or that it can mitigate for reducing instream flows this year.

Again, my intent is not to single out the State of Washington: in the State of
Idaho, the Nez Perce Tribe is involved in the lengthy water allocation negotiations
in the Snake River Basin Adjudication. The State of Oregon faces some of the same
problems as Washington in ensuring adequate instream flows for fish, as well as
ensuring that water quality standards are met each year. The tribes are willing to
work with each one of these States to find ways to assist the junior appropriators,
so long as any mitigation will not reduce instream flows. The tribes also believe that
the States can mitigate for some of these impacts by working with the tribes to re-
form artificial propagation policies. We continue to believe that such reforms will
help to assure rebuilding Columbia River salmon runs to sustainable, harvestable
levels for tribal and non-tribal fishers.



37

Tribal Management Proposals

The tribes have long recognized that co-management in harvest arenas alone will
not address one of the most significant problems facing Pacific salmon: the loss and
degradation of their ecosystems. To address this major problem, the tribes have de-
veloped Wy—Kan—-Ush—Mi Wa-Kish- Wit, or The Spirit of the Salmon, a salmon res-
toration program focused not on a single salmon stock or species, but instead on the
integrated habitat characteristics that make up a healthy watershed. The tribes be-
lieve that implementation of their plan will result in healthy, sustainable salmon
fisheries from Southeast Alaska to the headwaters of the Snake River Basin. To pro-
tect and recover tributary habitat, the plan proposes that land and water managers
meet a series of habitat conditions associated with survival rates. The use of this
“Coarse Screening Process,” where applicable will define allowable levels of water-
shed impacts consistent with salmon restoration.

The tribes’ salmon plan calls for baseline surveys of watershed and in-channel
conditions as well as trend monitoring to document watershed recovery, test as-
sumptions and validate models used in land management. Monitoring needs include
egg-to-smolt survival, total smolt production, and production per spawning pair in
salmon-bearing watersheds. Physical monitoring needs in all salmon-bearing water-
sheds include measuring substrate sediment loads, large woody debris, pool fre-
quency, and volume, bank stability, and water temperature.

Adaptive management is a hallmark of the tribes’ salmon plan, which takes a
gravel-to-gravel approach to achieve improvements in survival throughout the salm-
on life-cycle. The tribes’ science-based approach to land management is supported
by independent scientific peer review. To halt salmon declines and rebuild healthy
runs, the USFS and BLM must likewise implement science-based adaptive ap-
proaches that integrate biological and physical monitoring with land management
actions that protect and restore salmon habitat.

The tribes’ plan calls for an expedited program of watershed restoration actions
for the Columbia Basin. The tribes are working in partnership with state, Federal,
and local governments as well as private landowners to establish a comprehensive
program for implementing actions that will restore functioning ecosystems in our
watersheds. We have developed watershed restoration action plans for the 23 salm-
on bearing watersheds above Bonneville Dam in the Columbia Basin. Many of these
actions will be carried out on private lands.

State and Federal hatchery management programs contribute to the extirpation
of naturally spawning salmon stocks in the basin. The tribal goal to put fish back
in the river means literally putting the fish back. Young salmon, if released at the
proper time, will return as adults to spawn in the same area they were released
as juveniles. Consistent with this concept, the tribes, working with the state and
Federal fishery agencies, developed a supplementation protocol so as to reform
hatcheries to rebuild naturally spawning salmon populations in the basin. Utilizing
this protocol, the tribes developed integrated production plans that can be imple-
mented as research projects to restore naturally spawning populations using care-
fully monitored supplementation practices. Under tribal management, hatcheries
v;lould be used for the restoration of naturally spawning Chinook stocks throughout
the Basin.

The tribes and the Commission, working with the state and Federal fishery agen-
cies, developed a flow program at the dams that would help restore salmon by pro-
viding sufficient river flows for migration. This flow program enhances and ensures
the benefits from protecting and restoring watershed systems and reforming hatch-
ery programs. In this way can we rebuild salmon populations to harvestable produc-
tion levels rather than continue the status quo and preside over their demise.

The tribes’ plan covers all the areas that must be addressed in order to protect
salmon stocks and insure their restoration to levels consistent with the inter-
national obligations of the United States and with its trust obligation to the tribes;
but that will be the easy part: the most difficult obstacle facing the restoration of
the salmon runs is the lack of political will to tackle the issues head on. We will
do everything necessary to insure that these runs will be rebuilt.

Conclusion

The salmon resource, and with it, tribal rights reserved under treaties with the
United States must not be the last priority of the list of considerations reviewed by
the state and Federal Governments when river management decisions are being
made. To alleviate this burden, the tribes ask that you ensure that other river users
are bearing their fair share of the conservation burden. We would also ask for your
support of a National Tribal Energy Bill, which will foster expedited energy resource
development on tribal lands and provide the Northwest tribes the opportunity to
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help alleviate the burden of energy reliance on the Columbia and Snake rivers by
the rapid development of new cost effective power supplies to serve Northwest loads.

1 Treaty with the Yakama Tribe, June 9, 1855, 12 Stat. 951; Treaty with the
Tribes of Middle Oregon, June 25, 1855, 12 Stat. 963; Treaty with the Umatilla
Tribe, June 9, 1855, 12 Stat. 945; Treaty with the Nez Perce Tribe, June 11, 1855,
12 Stat. 957.

2 The Bonneville Power Administrations 2001 Action Plan project solicitation is
limited to actions that have already received necessary state and Federal permitting
and can be implemented “on the ground” by September 30, 2001. While we do not
object to this solicitation, we recognize and BPA recognizes that the terms of this
solicitation so limit the projects BPA can consider, that these projects cannot pos-
sibly offset the impacts of the 2001 hydro operations on Columbia Salmon runs.
Looking at this issue from a different perspective, BPA will avoid nearly $2 billion
in costs by foregoing salmon operations in 2001, whereas the 2001 Action Plan solic-
itation is likely to result in $10 to $20 million in mitigation project funding. To fur-
ther place this solicitation in perspective, to implement the FCRPS Bilogical Opin-
ion and NPPC Fish and Wildlife Program, we estimated that over $200 million in
new BPA funding would be needed in 2001.

Mr. CALVERT. Dr. Karier, you may begin your testimony.

STATEMENT OF DR. THOMAS KARIER, CHAIRMAN, POWER
COMMITTEE, NORTHWEST POWER PLANNING COUNCIL

Mr. KARIER. Thank you, Mr. Chairman, and members of the Sub-
committee.

My name is Tom Karier, and I'm one of two members of the
Washington delegation of the Northwest Power Planning Council,
and I also serve as chairman of the council’s power Committee.

Thank you for the opportunity to speak here on behalf of the
council. We are an agency of the states of Idaho, Montana, Oregon,
and Washington. Under the Northwest Power Act of 1980, the
council conducts long-range electric energy planning and analysis
and also prepares a program to protect, mitigate, and enhance fish
and wildlife for the Columbia River basin that have been affected
by the hydropower dams.

The council has been conducting an ongoing analysis of the West
Coast electricity crisis, and from our analysis, it appears the crisis
has five key causes, causes that have been characterized as com-
prising that perfect storm.

First, the competitive wholesale power market has been charac-
terized by excess capacity and an abundant hydroelectric power for
most of the—of the mid to late 1990’s. And it did not provide a
price signal sufficient to encourage new investments in new gener-
ating and conservation resources.

Peak summer loads grew by almost 12,000 megawatts in the
West between 1995 and 1999, while generation capacity increased
by only 4,500 megawatts.

Second, below-average rainfall and snowpack in 2000 and 2001
have dramatically reduced our recent hydropower supply by almost
5,000 megawatts. That’s equivalent to the power needed for four
cities the size of Seattle. We are facing the second-worst drought
on record.

Third, the price of natural gas, the primary fuel for thermal
power plants in the Northwest, has more than doubled in the last
year, largely as a result of supply and demand, including increased
competition with the Midwest for existing natural gas supplies.
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Fourth, planned and unplanned maintenance of thermal power
plants in the Northwest, but especially in California, have reduced
the power supply.

And fifth, production from the hydroelectric system has been af-
fected by efforts to recover salmon and steelhead listed under the
Endangered Species Act, although emergency operations this year
are returning much of that power.

Obviously, a lack of rainfall is having the largest and most im-
mediate impact. Based on our analysis, we offer the following ob-
servations and recommendations: Bonneville should continue the
emergency hydropower operations it began in February. This
means drafting reservoirs below biological opinion target levels for
this time of year in order to generate more power.

New power facilities are coming on-line in the near future, and
these will help ease the crisis. More than 700 new megawatts are
scheduled to come on-line in July alone.

We are also encouraged that renewable resources—particularly
wind power—are being developed aggressively in the region. The
regional utilities and industries also are installing temporary gen-
eration to help them through the summer and fall, when we expect
prices will continue to be high.

At the same time, we see encouraging developments in energy
conservation, demand exchanges between utilities and the cus-
tomers, and economic incentives. But we still anticipate high cur-
rent prices that will continue for us for another year, at least, per-
haps longer.

But when prices moderate and supply increases, we must not
lose sight of the need for a longer-term policy that helps us deal
with future crises.

For example, state utility regulators should explore power pric-
ing changes to reflect market prices and risks. If consumers saw
realtime prices, they would have much more incentive to reduce
conservation and invest in energy efficiency measures.

Consistent with our responsibilities to the Northwest Power Act,
the council is concerned about the impact of the drought on fish
and wildlife in the Columbia Basin, as well as the impact on the
nation’s power supplies.

The critical issue this spring is whether to spill water over dams
to help juvenile salmon and steelhead migrate to the ocean. Spill
is required, by the biological opinion, on hydropower operations
issued by the National Marine Fishery Service, but water that is
spilled cannot be used to generate power.

The council has advocated for hydropower operations that ensure
energy reliability in the Northwest and to use any additional water
storage to provide the best benefit for Columbia Basin fish.

In April, we addressed the spill issue with our own recommenda-
tions for dam operations this spring and summer. In short, we rec-
ommended that the spill be eliminated at the four dams where fish
can be collected and put in barges. We recommended that limited
spill be provided at Bonneville, the Dalles, and John Day Dams to
help fish migrate once energy adequacy is assured.

We believe these operations would provide the best balance of
power generation and fish protection in this difficult drought year.
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Mr. Chairman, we have an opportunity to fix the current prob-
lem while also investing in the future.

Thank you, again, for the invitation to address the Committee
today. Thank you.

Mr. CALVERT. Thank you, Tom.

[The prepared statement of Dr. Karier follows:]

Statement of Dr. Thomas Karier, Washington Member,
Northwest Power Planning Council

Good morning Mr. Chairman, and members of the Subcommittee. Thank you for
the opportunity to testify today on behalf of the Northwest Power Planning Council.
My name is Tom Karier, and I am one of Governor Gary Locke’s two appointees
to the Council. I also chair the Council’s Power Committee, which includes one
member from each of the four Northwest states that are represented on the Council.

The Council is an agency of the states of Idaho, Montana, Oregon and Wash-
ington. Under the Northwest Power Act of 1980, the Council conducts long-range
electric energy planning and analysis, and also prepares a program to protect, miti-
gate and enhance fish and wildlife of the Columbia River Basin that have been af-
fected by hydropower dams.

For nearly two years, we have been conducting periodic reviews of the West Coast
power crisis and the high wholesale market prices, an effort we began in 1999 as
the signs of an impending power problem began to make themselves evident. Today
I will share with you the conclusions of our latest analysis and our recommenda-
tions for alleviating the crisis.

To begin with some background, we believe five key events are contributing to the
current crisis.

First, as the result of the nationwide wholesale electricity deregulation authorized
by the National Energy Policy Act of 1992, the risk associated with the development
of new generation resources was placed on independent developers. These inde-
pendent developers must believe they can recover their costs and earn a reasonable
return before they will invest. The excess capacity and abundant hydroelectric
power that characterized Western power markets through most of the mid to late
’90s did not provide price signals sufficient to encourage investments in new gener-
ating and conservation resources—at least not until prices jumped up last year. As
a result, construction of new power plants and new conservation and renewable re-
sources during the last decade did not keep pace with growing demand for elec-
tricity. Throughout the entire Western Systems Coordinating Council area peak
summer loads grew by almost 12,000 megawatts between 1995 and 1999 while gen-
eration capacity increased by only 4,500 megawatts.

California’s experiences with its own deregulation law have exacerbated the sup-
ply and demand problems and helped to drive up wholesale power prices throughout
the West to levels never seen before.

Second, below-average rainfall and snowpack in 2000 and 2001 have dramatically
reduced our region’s hydropower supply. So far, 2001 is the second-driest year on
record in the Northwest, and with normal operations our region’s hydropower gener-
ating capacity is reduced by about 5,000 megawatts—enough power for more than
four cities the size of Seattle. Runoff in the Columbia River Basin is predicted to
be 56.5 million acre-feet, just 53 percent of normal. There also is bad news from
north of the border, where the Canadian Columbia River Basin is experiencing rain
and snowfall far below normal. This reduces the amount of power that can be gen-
erated both in British Columbia and downstream at dams in the United States.

Third, the price of natural gas, the fuel of choice for thermal power plants in the
Northwest, has more than doubled in the last year, largely as the result of supply
and demand issues, and also competition with the Midwest.

Fourth, planned and unplanned maintenance of thermal power plants, both in the
Northwest and in California, reduced the power supply, as did plant shutdowns to
comply with air quality requirements.

Fifth, the loss of flexibility in the operation of the hydroelectric system due to En-
dangered Species Act requirements has derated the system by more than 1,000
megawatts.

We are most concerned about the present condition of the Federal Columbia River
Power System, which provides about 40 percent of the electricity in the Northwest.
It is a system that runs on water, of course. And right now the water supply in the
Columbia River Basin is low. I want to make it clear that for us in the Northwest,
the crisis is not just about a failure to build new power plants. It is a crisis of fuel
supply, and for us, fuel means water.
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The Northwest is a hydropower-dependent region. In an average year, approxi-
mately 75 percent of the electricity generated in the region comes from hydroelectric
dams. Frequently in the fall and winter we import power from California to help
meet our load. These power imports during the low-flow winter months help us
store water in reservoirs for spring fish flows. Storing water also helps us meet our
demand for power in the spring and summer and make surplus power available to
California.

Good hydropower conditions during the last several years masked the growing im-
balance between supply and demand. Last winter and this spring, poor hydropower
conditions in the region combined with California’s ongoing supply crisis are exacer-
bating the imbalance between supply and demand and making our dependence on
hydropower all the more clear. Not only are we concerned about having enough elec-
tricity if the remainder of the spring and summer are warmer and drier than usual,
but we also are concerned about the impact of low flows and reduced water spills
at dams on juvenile salmon and steelhead migrating to the ocean.

The power crisis is affecting Northwest electric utilities and ratepayers, as well
as those in California, and particularly businesses and industries. Utilities are rais-
ing their rates, dramatically in some cases. The Bonneville Power Administration
may have to buy power on the spot market next fall if expected new contractual
obligations increase its load by as much as 3,000 megawatts. Earlier this year, Bon-
neville proposed rate increases to cover the additional cost averaging 60 percent
and, for some customer classes, exceeding 90 percent. With the situation further de-
teriorating, Bonneville is working to keep the rate increases in double figures, a goal
that would have sounded absurd a year ago.

Businesses and industries are shutting down or cutting back. In many instances,
the cost of power exceeds the value of the product produced. The aluminum industry
and some irrigated agriculture are prime examples. In these instances, the power
has been purchased back from the consumer or, in some cases, the consumer has
been able to remarket the power.

What can be done?

Based on our ongoing analysis of the power supply and market prices, we devel-
oped the following observations and recommendations:

First, Bonneville should continue the emergency hydropower operations it began
in February. This means drafting reservoirs below Biological Opinion target levels
for this time of year in order to generate more power. The emergency hydropower
could be augmented with imports, if possible, and also by reducing spill. This would
keep reservoir elevations a little higher, and that is an important consideration for
our power supply later this year.

Second, new power plants are under construction in the Northwest, and these will
help ease the crisis. More than 1,100 megawatts of new generating facilities will
begin producing electricity by July, and about 700 megawatts more will be operating
by the end of this year. In 2002, some 1,700 additional megawatts of new generation
is expected to begin operating. Meanwhile, natural gas usage in the Northwest, both
for homes and businesses and as a fuel for power plants, continues to increase. But
supply has not kept pace with demand and, like wholesale electricity, prices for nat-
ural gas have continued to increase—although recently prices fell back to $5—$6 per
million Btu. That is still about three times as expensive as a year ago. The Council
estimates that demand for natural gas will continue to grow at about 2.3 percent
per year. Gas companies are working to increase the supply, and pipeline companies
and their customers are working to increase capacity.

Third, we are encouraged that renewable resources, particularly wind power, are
being developed aggressively in the region. Two new wind power developments will
yield 325 megawatts of capacity in the next year or so, and planned hydropower up-
grades in the Northwest will yield an additional 80 megawatts of capacity. Of the
anticipated 1,800 megawatts of new power expected this year, 200 is wind power
from a site in southeastern Washington.

Fourth, temporary new thermal generation is being installed by utilities and in-
dustries that use large amounts of power to help get through the anticipated high
prices this year and next. About 500 megawatts of temporary, peaking thermal
plants will come online this year. We recommend that permits be issued for these
plants if they 1) meet minimum environmental-protection criteria, and 2) are au-
thorized only for limited time, after which the plants could continue only if approved
through normal siting process.

Fifth, efforts to improve energy-use efficiency must accelerate. The Council always
has defined conservation as improved energy-use efficiency—not as an exercise in
personal sacrifice such as living in a colder house or taking luke-warm showers. To
the Council, conservation means using energy more efficiently to do the same
amount of work. Our staff has identified a number of promising efficiency efforts,
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including the following: 1) replace incandescent bulbs with compact fluorescents; 2)
upgrade commercial lighting; 3) “tune up” heating/air conditioning systems in com-
mercial buildings; 4) replace inefficient industrial electric motors; 5) retire second
refrigerators in homes (20 percent of Northwest homes have two; old ones use twice
as much electricity as “Energy Star” models); and 6) accelerate replacement of exist-
ing clothes washers (“Energy Star” models use 35 percent less electricity and 35—
45 percent less water).

Sixth, pursue industrial/commercial demand reduction. This is a separate area of
efforts to improve energy-use efficiency, and it has huge potential. Our staff has
identified the following methods: 1) utilities should negotiate interruptible power-
supply contracts with their largest customers, where this is possible; 2) utilities
should investigate new contractual mechanisms like demand-exchange programs;
and 3) utilities should investigate buying back power from these customers for short
periods of time. There is good progress to report in this area. Northwest industries
have agreed to reduce their demand for power by about 1,000 megawatts. This will
be accomplished through short-term contractual arrangements that include power
buybacks by utilities, industrial shutdowns and remarketing of power supplies by
industries. Utilities also have arranged an additional 800-900 megawatts of demand
reduction agreements, primarily with industries, in which the power customers
agree to reduce their power usage in return for a payment or credit.

Seventh, and for the longer term, state utility regulators should explore power
pricing changes to reflect market prices and risk. Most consumers don’t see real-
time (marginal cost) prices. If they did, they would have more incentive to reduce
consumption and invest in energy efficiency measures. Most consumers do not want
to be exposed to the volatility and risk of real-time prices. However, creative rate
design and new metering technologies can promote greater price response without
punishing the consumer.

Eighth, new energy policies also should be explored. But these can be controver-
sial. For example, price caps on wholesale power have been proposed. The Council
has not taken a position on price caps because the governors of the Northwest states
do not agree on the issue. Two governors believe that temporary price caps are
needed to address the severe economic impacts of high power prices. The other two
governors believe that price caps will create uncertainty in the market and serve
as a disincentive to the development of new generation and conservation.

Ninth and finally, we all must continue to inform the public about the problem.
The public needs to understand the problem is real and that efforts at home will
help ease the crisis.

Now Mr. Chairman and members of the committee, I would like to discuss the
impact of the energy crisis on fish and wildlife of the Columbia River Basin. While
the Council has a statutory responsibility to assure the Pacific Northwest an ade-
quate, efficient, economical and reliable power supply, our planning also must pro-
tect, mitigate and enhance fish and wildlife affected by hydropower dams in the Co-
lumbia River Basin. The near-record low snowpack runoff this year has the poten-
tial to have adverse effects on fish as well as power, and particularly juvenile salm-
on and steelhead that migrate to the ocean during the spring and summer.

The Council’s planning responsibility under the Northwest Power Act, and also
the responsibility of the Federal agencies that operate dams in the Columbia River
Basin and sell the power, is to provide equitable treatment to fish and wildlife with
other purposes of the dams. Those other purposes include navigation, irrigation,
recreation and flood control.

In April, the Council recommended operating strategies for Columbia and Snake
river dams that would eliminate water spills at most dams this spring and summer
in order to make more water—and, therefore, more power—available later in the
year. This policy would be adjusted as water conditions or the power situation
evolve.

This is controversial, to say the least.

The 2000 Biological Opinion on the operation of Columbia and Snake river hydro-
power dams, issued by the National Marine Fisheries Service on behalf of threat-
ened and endangered species of salmon and steelhead, calls for spilling water over
the dams this spring and summer to help juvenile fish migrate to the ocean. Spill
is an effective method of moving juvenile fish past dams, but water that is spilled
cannot be run through turbines to make electricity.

The Council’s technical analysis of the impact of drought on the power supply in
2001 suggests that reducing spring spill at some dams and eliminating it at others
would 1) help reservoirs refill by the end of summer to levels specified in the Bio-
logical Opinion; 2) potentially reduce summer power prices if surplus power can be
generated; 3) reduce the risk of power supply problems next winter; and 4) help en-
sure adequate water storage to aid juvenile fish migration next spring.
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Based on the analysis, the Council made the following recommendations:

* Barge juvenile salmon and steelhead this spring and summer.

¢ Do not spill water at the four dams where fish can be collected and put in
barges. These dams are Lower Granite, Little Goose and Lower Monumental on
the Snake and McNary on the Columbia.

¢ Spill a limited amount of water at John Day, The Dalles, and Bonneville dams,
where fish cannot be collected for barging.

 If spill is reduced or eliminated, Bonneville should set aside a portion of the in-
come from the sale of additional power to pay for projects that mitigate the im-
pact of this year’s drought on fish.

* Place a high priority on refilling storage reservoirs to Biological Opinion target
levels by August 31 in order to protect the winter power supply and ensure
enough water for the fish migration in 2002.

¢ Purchase power and water from irrigators who are willing to sell, in order to
leave more water in the rivers for fish.

In conclusion, Mr. Chairman and members of the subcommittee, where do we go

from here?

First, this crisis will end, but not right away. During the next two years, new gen-
erating plants, new conservation and new renewable energy will be coming online
in the Northwest. Creative demand-reduction agreements are being implemented by
utilities and their largest customers. Utilities are installing temporary generating
plants to help them through the summer, at least, and maybe through next winter
as well. The Council does not oppose these plants, but believes they should be tem-
porary. These will produce power at a lower cost than power on the volatile whole-
sale market.

Conservation efforts including replacing incandescent light bulbs with compact
fluorescent bulbs, replacing inefficient industrial motors, and the other things I
mentioned could save the region more than 240 megawatts, according to our anal-
ysis.

The Council’s recommendations amount to a call for the West to fix the current
problems while investing in the future. We must ensure that utilities and con-
sumers remain financially solvent until new sources of generation and demand re-
duction moderate prices.

Perhaps the only good thing that can be said for the current crisis is that it offers
the West an opportunity to think carefully about our future power supplies and take
steps to ensure adequate investments in new thermal generation, and also in new
conservation and renewable energy. These developments would be aided by a coordi-
nated effort to streamline siting processes throughout the West so that we retain
‘(cihelz essential environmental and community safeguards while avoiding unnecessary

elays.

Mr. Chairman, that completes my testimony, and I would be pleased to answer
any questions.

Mr. CALVERT. Mr. Klein, do you believe that Bonneville should
have overprescribed when they were making their power project?
Mr. KLEIN. I understand the circumstances they were in, but--.

Mr. CALVERT. Then why did they do it, in your opinion?

Mr. KLEIN. Well, I think lobbying and political pressure.

Mr. CALVERT. Lobbying by whom?

Mr. KLEIN. A number of different entities that felt that they were

entitled, based on the benefits to those industries, to help the econ-
omy.
I think I agree with Steve Wright that probably, at the time, the
belief was that expanding of the pie can be done without damage.
Specifically, looking back, if we gave away far more of the pie,
then—.

Mr. CALVERT. Obviously, that had an impact on your customers?

Mr. KLEIN. Certainly, and will continue to have.

Mr. CALVERT. And obviously—Mr. Wilcox, I sympathize. I've been
in business most of my life. I can understand that—probably that
it’s not—even though someone is paying your—your employees, it’s
difficult to shut a business down for a couple of years. I imagine
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you're very concerned about your customers, where theyre buying
product at the present time, how you rebuild that customer rela-
tionship again, what kind of—what do you do in this interim period
of time while you’re basically down?

Mr. WiLcoX. Yeah. Our particular company’s problem is that we
have a contractual obligation to operate, a supply of customers. We
have a holding arrangement for our raw materials, alumina. We're
supposed to take some of the alumina, smelt it into aluminum, and
provide a factory aluminum.

So I'm contractually obligated to operate for this 9-month period.
I was able basically to buy my way out of that obligation.

And our concern is that we can’t do that if the curtailment gets
extended further. And that’s one of the costs we have.

Mr. CALVERT. Yeah. Part of that is you could not do that beyond
2 years.

Mr. WiLcoX. Right now we did an agreement to buy ourselves
out of that supply obligation (inaudible) for 9 months to extend our
curtailment beyond October, after we negotiated that. We haven’t
been able to do that yet.

Mr. CALVERT. What’s happening, like, for instance, with your raw
resources, on that end of it?

Mr. WiLcox. We basically have to buy it and resell it at a de-
pressed market price.

Mr. CALVERT. Mr. Settler, talking about, obviously, breaching
dams in the Snake River, what type of solution would you have to
make up for the lost hydroelectric power that we lose in a situation
such as that? Do you have any solution for that?

Mr. SETTLER. Well, I think you have people here better able to
answer that question. They have the responsibility to answer that
question. My obligation—I uphold the treaty of 1855 to protect
those resources. Certainly, we had these conditions that have ex-
isted in the past, and it shows, and it reflects, the record of the
people that are responsible, that they did perform the duties that
they were supposed to perform.

Mr. CALVERT. Now—.

Mr. SETTLER. And so my responsibility is to protect these re-
sources and rebuild them to meet our treaty obligations. And so if
we don’t breach these dams, then we have to provide the needed
flows from the added spill to ensure their survival. It’s not hap-
pening.

Mr. CALVERT. Now, you don’t believe that the technology and the
methodology that’s been used in barging smolt salmon is a proper
solution? Of the reports that I've read—that—that a significant
amount of juvenile salmon are, in effect, being able to be put up,
and factually, they do not damage a larger population, especially
in a year like this.

Doesn’t the biological opinion allow for that to occur and to stop
the spilling in the—in some (inaudible) in order—for emergencies
such as this in this region, where the power can be turned on, and
allow this region to—to continue to operate?

Mr. SETTLER. Sir, most of the collection facilities are at the
Snake River, and they barged a lot of those smolts. In 1977, when
they started this program, it was a similar drought condition.
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Mr‘i CALVERT. Hasn’t the technology improved significantly since
19777

Mr. SETTLER. Well, I think there’s been some improvements, but
there is still no indication that it’s brought back an increased num-
ber of fish. There’s no scientific evidence that supports that, sure,
they can collect more smolts.

When the dams—when the smolts go out, they’re trapped in the
facility. They don’t experience natural conditions. Right now we'’re
looking at smolts trapped behind these dams. We just met with the
Columbia Basin Fish and Wildlife Authority, and people were say-
ing, “We’re going to barge every smolt we can on the Snake River.”.

The Idaho state manager got up and said, “Great. How are you
going to get them to the collection facility, because there is no
water going through the system? They can’t even make it to the
collection facility.”.

So yeah. You can say—you can barge every smolt that you get
to the collection facility, but they can’t make it. It’s the same way
with the upper Columbia River stocks right now. They're not mak-
ing it through the system. We've got estimates of 30 percent
through the system. 50 percent of the smolts should have went out
by now.

The smolts that we’re talking about are from last year’'s—about
200,000 run of spring chinook. That was a very good run. Millions
and millions and millions of dollars have been spent on trying to
rebuild these runs.

The Yakama Nation—we’ve got 30-—30,000 wild chinook coming
back from the Yakima River, where we manage. That’s--.

Mr. CALVERT. My time has expired.

We have an extraordinary year, here. We're trying to find a rea-
sonable solution to this. I know Mr. Karier probably will have a
comment on how we may be able to work out a solution. And I will
come back to that.

In the meantime, Mr. Smith—.

Mr. SMITH. Thank you, Mr. Chairman.

Actually, (inaudible) example of the problem that we have. Be-
cause the wholesale power market is so expensive right now, we’'d
like to be able to generate as much hydropower as humanly pos-
sible so that both of you can stay in business, frankly.

The problem with generating that amount of hydropower is that,
A, we don’t have the water; and B, we have salmon concerns, as
Mr. Settler pointed out: The more of that water you spill over the
dams, the barging, at best, has had a mixed record. No matter how
you look at it, it’s not as good as the natural way of the salmon
going up and down the flows; and we have legal and—obligations
involved—Ilegal obligations.

So I guess what—in the long term, in the next year or two, it
makes a lot of sense to build as much more generation as we can
get. I don’t think that all has to be natural gas power plants. There
are other ways to go. Short-term gas is (inaudible).

I want to ask Mr. Wilcox—my understanding is your plan is to
make the aluminum company sort of energy independent in the
next two or 3 years.

Can you tell us a little bit about the—by “energy independent,”
I mean not dependent on Bonneville anymore.
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Can you tell us a little bit about that?

Mr. WirLcox. Yes. When we entered into our new marketing
agreement last December, where we sold our power for the 9
months, until October, we agreed that we’d invest the proceeds
back into building new power projects to suit our needs.

We also agreed that we would co-op the Bonneville system alto-
gether in 2006. So basically, we have a window of opportunity be-
tween now and 2006 to build power projects to (inaudible) we won’t
directly get any power from Bonneville.

So we are independently pursuing three resources. We're putting
in a project, a gas fire project, at the Golden Dalles smelter site
that would be in operation February 2002, very fast track.

We are very actively developing a large amount of wind genera-
tion in the eastern end of the Columbia Gorge. I've become a be-
liever in wind generation. And given the high price of natural gas,
you have to have a diversified portfolio to have reasonable power
costs.

And third, we're just at the very early stage of a siting on an-
other large natural gas spot (inaudible) Oregon. And if we could get
those three projects done, we will have an economical supply of
power long term. Given our natural gas crisis, it won’t solve all our
problems, but it will—should make the future a lot better than
having no Bonneville power after 2006.

Mr. SMITH. And it’s just a matter of getting you there, basically.
That’s a big--.

Mr. WiLcoXx. Yeah. You know, what we plan to do basically is use
this 5-year period between 2001 and 2006 as a bridge where you
could buy—and have half of your power needs met by Bonneville
while you built the power projects, so come 2006, you don’t have—
the problem we face now is if we curtail for 2 years, we have to
use our marketing proceeds to cover our losses during the curtail-
ment. We wouldn’t have any resources for any power projects,
which would kill us in the long term. So we have to still have—
as a bridge—so we can build our power projects to get off the—the
Bonneville system so that the power is available for—.

Mr. SMITH. How much of your power do you get from Bonneville,
and ?how much of it do you have to get from the open market right
now?

Mr. KLEIN. Currently, under the existing contract, we get 12 per-
cent of our needs met by Bonneville Power Administration.

Mr. SMmITH. Yeah. That’s a—fairly—quite a lower number than I
would have expected. I thought, as a public utility, you had pri-
ority. Why such a low number?

Mr. KLEIN. Back in the mid 1990’s, Tacoma Power voluntarily—
one of the first utilities in the nation to voluntarily allow our large
industrial customers open access to go to the market. And part of
that was making an arrangement with Bonneville to allow them to
go. So they went. The marketing, as you know, did quite well the
first 2 years and then has been hammered very hard for the last
year.

Mr. SMITH. So you have large exposure to the wholesale market?
I guess that what all this is, two, 3 years from now, when they get
there—and I think there are certainly some broader energy ques-
tions—I think we need to be careful about totally relying on our
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natural gas generating plants and that there are some broader
issues that are in the jurisdiction of the Committee.

But the real question is, for all of us, how do we get through the
next year or 2 years? And it seems to me that all of this argues
rather strongly that FERC,the regulatory agency that has the au-
thority to step in and try to help out, needs to do something or, you
know, you run the risk of either, you know, charging customers an
incredible amount or to have significant increases and going bank-
rupt.

Northwest—I mean, your company stares in the face of the possi-
bility of not being able to be around anymore if we can’t get ahold
of the power for the next couple of years. And the damage to the
fish is overwhelming. And it all comes back, to a certain extent, to
the exposure to the wholesale market and also to the fact that we
are not maximizing our current supply.

Now, I don’t know what FERC’s authority is to come in and tell
people to generate power, but they certainly have authority to con-
trol the prices if they see fit. If they don’t do it—.

I think you three gentlemen now sort of described a lot of the
very negative consequences that are going to happen. I guess for
any future panelists or anybody in the audience and anybody up
here, if they have a different solution, if they have some way, other
than getting costs under control and maximizing short-term supply
or some sort of regulatory effort, something that’s going to get us
through the next 2 years, I am very anxious to hear it.

But I think that is the stark realities that we’re facing. And
thank all of you for explaining—my time is up, so...

Mr. CALVERT. Thank you, gentlemen.

Even though I'll remind the panel that FERC is not under our
jurisdiction, I'll ask the question, that—maybe to Dr. Karier.

What percentage of power does FERC have authority over the
administrative--.

Mr. KARIER. I don’t—.

Mr. CALVERT. An estimate of power, approximately.

Mr. KARIER. Well, that’s something I probably have to research
and give you the exact answer. But certainly FERC has jurisdiction
over the investor owned utilities, and in the Northwest, we rely pri-
marily on Bonneville as one large public entity, for about 40 per-
centh of our power. BPA doesn’t have the same oversight by FERC
as the—.

Mr. CALVERT. I'm sorry to interrupt. But Bonneville is not charg-
ing 2- 3-, $400, $3,000 a megawatt hour? I mean, we don’t need to
regulate.

Mr. KARIER. Right. In many cases, Bonneville has said that they
would follow any sort of direction from FERC—and so there’s al-
ways a voluntary participation.

Mr. CALVERT. I just wondered, for the record, is it approximately
about 50 percent of the market amount regulated—approximately?

Mr. KARIER. It’s in that range.

Mr. CALVERT. Thank you.

Mr. DeFazio?

Mr. DEFAZIO. Thank you, Mr. Chairman.

Mr. Chairman, I’'ve observed that the—the Pacific Northwest—as
a result of the California deregulation and market manipulation by
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a number of large energy companies and the failure of FERC to
act—is paying higher average prices in the wholesale market than
are California utilities.

Our problem is not in the Northwest. We don’t need FERC to
regulate the prices up here. We're not gouging anybody. We have
a problem with the power we traditionally buy from California
being at extortionate rates. And we are paying—and this is a fact
which I can substantiate. We are paying higher average prices in
t}ﬁe wholesale market than are California utilities when we pur-
chase.

Mr. Klein, if you—if you would, the Chairman seemed critical of
Bonneville’s decision in investigating the role of the last adminis-
tration in signing contracts with the aluminum companies. Mr.
Wright said that at the time when he signed those contracts, that
he believed—and under the market conditions at that time—that
he could have provided the power to the aluminum companies
without raising everybody else’s rates.

Do you think that was an accurate assessment?

Well, he didn’t sign the contracts, and he was an administrator.
But he was at BPA at that time in entering into those contracts.

Mr. KLEIN. I have no reason to disbelieve his understanding of
the circumstance.

Mr. DEFAz1o. So if wholesale rates today were the same as
wholesale rates 2 years ago, we wouldn’t be sitting here trying to
figure out how to curtail the aluminum industry and looking at
rate increases of 100, 200 percent for your customers?

Mr. KLEIN. I believe that’s correct.

Mr. DEFAzIO. Thank you.

But on the other hand, I also—Mr. Wilcox, in the past, has been
a great advocate of deregulation. In fact, I remember when he was
going to take his company into the private market and do better
than BPA. And he’s advocating that—a pure rate, which he said is
a dead horse. I'm glad to hear him admit it’s a dead horse, because
of the extraordinary negative effect that it would have on every
other rate payer who isn’t able to curtail 25 percent.

Could you comment a little bit on what the impact on your other
customers, all your other businesses, small businesses, and resi-
dential rate payers would be of a tiered rate that was proposed.

Mr. KLEIN. Public power has great concern for that and hope
that folks that look at this issue really look through to it, because,
as we talked about, the DSI’s lobby would receive substantially
more than their statutory entitlement. They’re a manufacturing op-
eration that can, in fact, wrap up the production, depending upon
the market conditions, and can, in fact—they've given 75 percent
of their need at extremely below-market rate—however, can cer-
tainly continue to make profits as good or better than they’ve made
in the past.

As you referenced, public utilities’ customers of Bonneville, par-
ticularly those that have aggressively participated in conserva-
tion—what happens is the more you conserve, the more your load
is down, the less you’re entitled from Bonneville.

So if suddenly 75 percent of your customer base is provided ade-
quately by Bonneville but you have this 25 percent exposure that
never goes away, you can never get there from here. The more you
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conserve to try to make up that 25, then the 75 percent price—that
portion of your entitlement continues to shrink.

So the way this is proposed, a public utility would always have
75 percent of its customer base, whatever it is, served at one level
and have the other 25—and unlike a business, you can’t make 25
percent go away.

So basically it’s a cost shift mechanism that shifts substantial
costs to the citizens and consumers of the Northwest.

Mr. DEFAZIO. And how about as a conservation mechanism? He
said it gets a 25 percent reduction in Great Britain. Well, of course,
according toMr. Wright’s figures, a 25 percent reduction in the cur-
rent wholesale market rates being charged due to the market ma-
nipulations in California would lower us to a 210 percent rate in-
crease if we provided it to everybody who has a contract. I assume
that still wouldn’t be an acceptable level of rate increase.

Mr. KLEIN. Right.

Mr. DEFAZzIO. Just to further pursue this—because I'm bitterly
opposed to tiered rates—in fact, 'm probably in Congress because
of tiered rates, because my local utility put in place tiered rates
during the WPPSS and was driving people out of their homes; and,
I became a leader of a rate payer movement.

Just to examine it a little bit more, you're talking about for the
utility. What about for an individual customer? What if you have
an all-electric home and you’ve been given this 25 percent tiered
rate; you've invested in insulation; you've got a heat pump; you've
installed some fluorescent bulbs? Where do you get that 25 per-
cent? What’s the message the market is sending you here? What
are you going to do?

Mr. KLEIN. That’s a good question. And as—as I talked about, as
those individuals—as the utility struggles to send the right signal
to those consumers, the goal should be, is everybody conserves to
the best degree they can. But ultimately, it doesn’t help the utility
in this kind of tiered rate arrangement. So you continue to mix and
match price signals and confuse the consumer along with putting
the utility in a position—.

So I guess in general, I agree with everything you’ve said.

Mr. DEFAZIO. Just one last question: Did we have any trouble
getting conservation investments before Bonneville abandoned
them in the mid ’90’s because of deregulation? The former adminis-
trator, who now works for Enron as a consultant, was, at the time,
totally panicked, and he said he wasn’t going to be able to sell his
power at 2.3 cents a kilowatt hour, and he abandoned all conserva-
tion and renewable measures in the early, mid ’90’s.

But weren’t we out there? Wasn’t there an incredible amount
available that we didn’t buy?

Mr. KLEIN. Yeah. It’'s my understanding that the Northwest has
been the most successful in the nation and has had the most ag-
gressive conservation programs, which is amazing, because people
say we have the lowest rates in the country and couldn’t possibly
have a conservation ethic. And we've put our conservation ethic up
to any other area of the country.

Mr. DEFAZIO. So we don’t need to screw people with higher rates
in order to get them to conserve?

Mr. KLEIN. Right.
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Mr. DEFAzIO. Thank you.

Mr. CALVERT. Mr. Larsen?

Mr. LARSEN. Thank you, Mr. Chairman.

Mr. Wilcox, the approach that—that Golden Northwest—I want
to give a title to it—has distributed generation, and it’s the idea
that there are two chickens in every pot and two cars in every ga-
rage and two turbines in every backyard and basically building
your own power supply. We’re seeing that up in Bellingham and
Georgia Pacific Paper Mill.

To address the issue that they’re trying to address—that is, to
keep the paper mill alive—they had to shut down the pulp mill. To
keep the paper mill alive, they’re looking at building two 10-mega-
watt generators on site.

Can you list—if there are obstacles—any regulatory or legislative
obstacles that you’re coming across or lessons that you’re learning
in going through this that—that we can possibly address?

Mr. WiLcox. [—actually, in terms of siding, I would say that the
regulators of both Washington and Oregon have been very respon-
sive. They understand that there’s an energy crisis and are trying
to move things expeditiously. So I have no complaints at all there.

I would say right now the one technical bottleneck is at the Bon-
neville transmission level, because Bonneville has a queue of who
applies for transmission and kind of goes through them in order.
And some of those may be small things that may never get done.

And I think one thing Bonneville could do is give out a different
kind of sense of urgency to projects that are real and large and es-
sential for a particular industry to stay in business—as an exam-
ple, just kind of taking the one-megawatt emergency generator in
the order in which it was filed.

Mr. LARSEN. The Boeing company—which we still like to remind
folks still has 78,000 jobs here in the Northwest—related to Boe-
ing—it’s just the headquarters that’s leaving—the Boeing company
saw its electricity bill jump $1.6 million. And I know there’s some
discussion between Boeing and Snohomish County PUD’s about
doing something along the lines of what we’re looking at.

So I want to just ask Dr. Karier, has the planning council looked
at the policy implications, distributed generation, equity issues, ac-
cess to power issues? Have you taken a look at that at all?

Mr. KARIER. What we are doing is trying to track all the new
generation as closely as possible, including projects like Brett
Wilcox’s. There are a number of projects that have broken ground
and are under construction, and we anticipate there will be about
1,800 new megawatts available by the end of this year in the
Northwest. 200 of that is wind power. And there’s another wave—
probably equal to that amount—that will come on within the next
year after that.

So the council originally identified that we needed about 3,000
new megawatts in the Northwest to reestablish a reasonable re-
serve level. And at least over the next two or 3 years, the projects
that are under construction look like they will hit that target. That
is assuming that all the projects are completed that are under con-
struction or planned.

Mr. LARSEN. Are those all for the entire system or some of those
projects for specific companies like Golden Northwest?
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Mr. KARIER. These are projects in the Northwest, and it is all-
inclusive. And if a project is designed for a specific industry, that
may displace power from another utility.

So what we’re looking at is the total supply-and-demand picture
to make sure that we have enough reserves in the Northwest.

Mr. LARSEN. Mr. Chairman, I appreciate the opportunity to be up
here today.

As you know, I'm not on the Resources Committee. I am on the
Transportation and Infrastructure Committee. So there is an issue
about high-financing the structure. If you don’t mind, I would like
to ask because in my district, there was a—in Bellingham, Wash-
ington—there was an explosion, a rupture, a pipeline explosion,
that killed three young men. And the issue of pipeline safety is
very important to the people I represent, but also recognizing that,
that we do have to—there have to be some investments in the pipe-
line infrastructure to move natural gas to the areas where we need
it to run the power plants.

Has—has the Northwest Power Planning Council looked at what
percentage of this 38,000-or-so miles that the present energy report
says we're going to need in terms of a new pipeline—has it looked
at what kind of pipeline infrastructure we’re going to need in the
Northwest region to meet our needs?

Mr. KARIER. We are starting to look very closely at natural gas
because so much of the new generation is going to be natural gas
fired. And because prices have been volatile in natural gas, there
is a lot of uncertainty there of how much—how much that power
will cost.

Prices did rise significantly. They are about twice as high as they
were two or 3 years ago. They've been very volatile. Our analysis
of the gas industry is that there’s a lot of effort being put into new
supplies and to expansion of the pipeline. All of this seems to be
on track to keep pace with—with the new demands, but it’s an ex-
traordinary new demand coming on with these plants.

So I think it’s an area we need to keep monitoring and to look
for potential bottlenecks. And there may be price spikes in the gas
industry.

Mr. LARSEN. Are we going to do another round?

Mr. CALVERT. We're going to look at this chart rather than (in-
audible) the last panel here pretty soon. But I have a couple ques-
tions I'd be happy to entertain (inaudible).

Dr. Karier, on the issue that Mr. Larsen just brought up on nat-
ural gas, would your primary source of natural gas be from Can-
ada?

Mr. KARIER. That’s right. For the Northwest, the primary sources
are from Canada, from Alberta, and British Columbia.

Mr. CALVERT. Do you know the percentage of how much natural
gas—in the Washington area, for instance, or the Pacific North-
west—comes from Canada rather than some other location?

Mr. KARIER. The other location is, I think, from the Rocky Moun-
tain area from Colorado, and I don’t know the exact percentage. I
can find out. I think the majority of it is coming from Canada,
though.
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Mr. CALVERT. Is there any price differential at the present time
between the gas that you're getting from Canada versus the—the
Rocky region?

Mr. KARIER. I don’t believe so, but again, I would have to check
that.

Mr. CALVERT. The—the other issue on the amount of power
that’s coming on-line—you mentioned that you believe that—how
many megawatts are coming on-line within the next year?

Mr. KARIER. 1,800 megawatts in the next year.

Mr. CALVERT. In the next 2 years?

Mr. KARIER. I believe it is an additional 1,700 megawatts in the
second and third years.

Mr. CALVERT. And you believe that you’ll be exceeding the 15
percent reserve capacity within two to 3 years? Do you believe that
once you get to that, that—that there still will be market manipu-
lation that can potentially have that type of activity going on, or
do you believe that prices will start going down andstabilizing?

Mr. KARIER. In—well, in terms of the reliability that will provide,
all these projects must be finished. The way that the council cal-
culates it is we want a 5 percent or less chance of an outage due
to inadequacy. Right now it’s running at about a 20 percent possi-
bility of inadequacy this coming winter, which is far too high.

So if all those projects are finished, we believe we’ll be down in
that range of a reasonable probability of an outage.

Certainly, I think the best pressure, to keep prices down in the
long run, is to have an adequate supply available. And in this mar-
ket, we can hope that all these projects will be finished, that ade-
quate supply will be there, and prices will come down, and that
will go a long way to producing stability for the market.

Mr. CALVERT. Thank you. Any additional questions?

Mr. DEFAzZIO. Thank you, Mr. Chairman. Just to follow up on
that line of questioning...

So in a deregulated market where utilities and generators no
longer have a duty to run their system—let me just give you a
statement that was made by the—I was in a debate with a fellow
named Phil Romero, who is apparently a former staff member for
Pete Wilson at the (inaudible) talking about his authorship of the
California (inaudible) and a chair of the (inaudible) Electric Board
last Monday night in Eugene.

And in response to a question—similar to what you just asked—
about how much generation and supply is available in the North-
west now and how much of a shortage we have, Mr. Bergman, who
is quite sophisticated in this matter, said, “I can’t answer that
question. No one can answer that question, because in the current
market, nobody is telling anybody what they’ve got under contract
and what they can generate because theyre too vulnerable to the
market and market manipulation.”.

Was that a fair statement?

Mr. KARIER. Well, we found that it’s difficult to get all the infor-
mation that we require from the utilities. And certainly, I think
that’s a problem that needs to be looked into.

We—we do have a pretty good idea of the capacity that’s existing
out there in the Northwest and also--.
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Mr. DEFAZIO. Right. But, if I could, in a deregulated market, no-
body has to operate to their capacity; is that correct?

Mr. KARIER. That’s true.

Mr. DEFAZI0. So if you're calculating that to get to this 5 percent
margin, you just need a certain amount of installed capacity; and
you are then assuming that those people will run those plants, the
prices will be affordable, and the energy will be sold in the North-
west. Are those the assumptions you’re making?

Mr. KARIER. I think the assumption is that there will also be an
adequate number of producers that will be competing with each
other. And if there is some sort of violation of—of competitive
standards and rules, then certainly that could happen.

Mr. DEFAzIO. Well, what’s happened in California is a few large
energy companies dominate the market, and they can make more
money sometimes by not running part of their supply and running
the other part at extortionate prices.

What’s to prevent that from happening here? What’s going to
overcome the market manipulation forces? There is this idea that,
“Gee, maybe if we build enough, we’ll get there.”.

But if people can still merge and they can be dominated and peo-
ple can exert market power, what is ever going to solve that prob-
lem and get us back to the reliability we had when it was a regu-
lated, cost-based, affordable system?

Mr. KARIER. I certainly agree with some of the sentiments that
you're expressing. In terms of the way the market has evolved, it’s
much more of a boom-bust type of market than I think anyone an-
ticipated. And the fact that it took so long to get this new genera-
tion under construction, I think, is a significant problem.

Under a well-functioning market, you would hope that the pro-
ducers would have anticipated that there was an impending short-
age and they would have started this construction two or 3 years
ago. That didn’t happen. They started after the prices spiked. And
so we have to wait two or 3 years until enough capacity comes on-
line.

Mr. DEFAzIO. 28,000 megawatts is applied to BPA for trans-
mission rights is what Mr. Wright says, at least preliminarily. If
all that 28,000 got built, we would have a surplus of power poten-
tially here in the Pacific Northwest.

So the other side of the market that we might see—which might
be just this huge, quick downturn, to a point where it dropped to
the prices of 2 years ago. Wouldn’t that be below the imbedded cost
of these new plants, let alone their marginal costs? Would they
even operate the damn thing?

Mr. KARIER. Our experience so far has been underproduction.
And we’re experiencing a price spike associated with that.

Mr. DEFAzio. Well, we had overproduction and now under-
production. I mean—you know, what we’re talking about is extraor-
dinary volatility here. Is volatility in price and in reliability a de-
sirable characteristic for electricity? Is there a substitute that I'm
not aware of?

Mr. KARIER. Well, prior to this, we had a regulated market,
which basically forecasted energy needs and then regulated con-
struction. And it was—it was obviously more stable—the prices
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were not volatile. We did not have these kinds of shortages that
we're experiencing now.

Mr. DEFAzI0. What’s stopping us from going back to regulation?

Mr. KARIER. You may know the answer.

Mr. DEFAZIO. You just appointed us, Congress. Thank you.

Mr. CALVERT. Mr. Larsen--.

Mr. LARSEN. Mr. Chairman, thank you.

I have a few questions, one for Dr. Karier.

You talked about natural gas and the—the resources that need
to be developed. The question I was trying to get at—that was,
have you done—has the council done calculation on how many
miles of pipelines we need to build in the Northwest, or is that
someone else’s job? Should I go to someone else to look at that?

Mr. KARIER. That’s something that’s tangential to what we’re
doing. We're simply monitoring what the gas industry is doing to
see if there are potential bottlenecks that may arise. The industry
at this point is trying to expand capacity within existing physical
structures—and they seem to have some ability to do that before
they start building expanded physical structures.

Mr. LARSEN. Thanks.

Mr. Klein, this is related to this issue of volatility. And in the
market, we have—deregulation seemed to have been based on at
least one premise that electricity was a commodity and had the
characteristics of a commodity.

But can you, from your perspective, explain or provide some cri-
teria about what you think a commodity is and how electricity is
different from that and the impact that it’s had on volatility in the
market.

Mr. KLEIN. The first way, I'll answer that in a more humorous
vein, and that is, it’s an invisible commodity. So that makes it
much different than some of the others.

But I—it’s possible, I guess, that you could, if you spend enough
time on it, maybe accomplish a restructuring that would allow it
to be a commodity.

But I think the difficulty comes—is in order to—with electricity
being such a necessity—I mean, you don’t have to—like coffee
beans or something like that, I suppose—but since it’s such a ne-
cessity of life—.

Mr. LARSEN. In the Northwest, you're talking about?

Mr. KLEIN. That’s true.

-- you really have to ensure there is a robust and vibrant market.
You can’t follow other typical commodity environments where you
just believe the market will take care of itself and entities can
enter and sell their apples today, or decide not to sell their apples
today, on the market. People will just not buy apples if they’re too
costly.

In this case, where these are lighting and heating our schools
and providing energy for needed surgeries and operations, this is
an essential commodity. So if someone wants to turn it into a de-
regulated environment, you're going to have to do something un-
usual, and that puts some goalposts, puts some regulation around
that market. And I guess no one’s ever done that before, created
a—a—a free market that—that is so constrained so you can assure
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it remains robust. Then you’re back to starting again. Then why
are we doing this?

That’s not to say that there aren’t some things that we can do
as a nation to promote so that we don’t—we don’t fall into that
complacency and we don’t look at new technologies in the energy
industry, distributed generation, or things like this.

There are other ways, I think, that our legislative leadership can
look to enhancing or providing incentives so that the electric indus-
try doesn’t see itself as a protected monopoly and doesn’t look at
new innovations. So I think there’s a balance there.

Mr. DEFAz10. If I could interrupt for just a second on the com-
modities aspect—I think it’s useful to note that it is the only com-
modity that is traded on the Commodities Futures Exchange Com-
mission—Trading Commission, which is not regulated by that com-
mission. It is unique. It was exempted in the early '90’s.

In fact, actually, one of the key votes was from the wife of a sen-
ator from Texas who serves on the board of Enron. It is now the
only unregulated, deregulated commodity in the world, in the
United States, that’s traded.

Mr. LARSEN. Thank you, Mr. Chairman.

Mr. CALVERT. I thank this panel for your testimony and answer-
ing our questions.

And we will invite our third and final panel.

Ms. Sara Patton, the Coalition Director for the Northwest Energy
Coalition; Mr. Ray—I believe it’s Lepp—Vice President/General
Manager, Birmingham Steel; Dr. James Anderson, Associate Pro-
fessor of Fisheries Sciences at the University of Washington; and
Mr. Rob Walton, the Assistant Manager, Public Power Council.

I thank the witnesses for attending today’s hearing. We have
some lights there. We attempt to try to keep the testimony to 5
minutes, where we’ll have time for questions.

With that, Ms. Patton, you may begin your testimony.

STATEMENT OF SARA PATTON, COALITION DIRECTOR,
NORTHWEST ENERGY COALITION

Ms. PATTON. Thank you.

Mr. Chairman, members of the Committee, my name is Sara Pat-
ton. I'm the Executive Director of the Northwest Energy Coalition.

The Coalition is in alliance with almost 100 organizations that
advocate policies to provide clean and affordable energy for the
residents of Washington, Oregon, Idaho, Montana, and British Co-
lumbia.

Our member organization includes consumer and environmental
groups, community action agencies, progressive utilities, busi-
nesses, and others. A full list of our members is appended to my
testimony.

Before I came to the Coalition, I worked for 15 years at Seattle
City Light, designing and implementing the utility’s award-winning
conservation programs.

You've asked me to address the role conservation renewables can
play in the current water and energy situation affecting the Pacific
Northwest.

I will start with an assessment of the potential for cost-effective,
clean, new renewable energy resources in the region and then move
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to the demand side of the equation—on the contribution that en-
ergy efficiency and load management can make in the current situ-
ation.

On Clean, Renewable Energy: The excellent news about cost-ef-
fective, clean, renewable energy for the Northwest is perhaps best
demonstrated in the excellent response to the Bonneville Power Ad-
ministration’s request for proposal for wind power. BPA asked for
a thousand megawatts of wind power, at a competitive price, capa-
ble of commercial operation by late 2003.

In fact, BPA received a proposal for 2,532 megawatts of quick,
clean, cost-effective wind projects in the region. BPA’s press release
on the subject, which begins with the exclamation, “The response
blew us away,” is appended to this testimony, along with a chart
of the locations and sizes of projects.

And the good news about wind power’s role in the current energy
situation is not limited to potential for quick, new projects. There
are over 90 megawatts of wind plants operating now in the region
and over 400 megawatts of wind and geothermal energy under de-
velopment to serve the region right now. A map and chart of these
projects is also appended to my testimony.

Wind is estimated to cost between 3 and a half and 6 cents a kil-
owatt hour. The full potential of wind power in the region is enor-
mous, at 133,000 average megawatts. And as BPA’s experience
bears out, the construction lead time is quite low, usually between
one and 3 years.

The region also has a geothermal and solar potential—that I
have detailed in my written testimony, but I won’t talk about them
right now, because I want to move to the Efficiency and Load Man-
agement. I want to make three points, one on the decline of energy
efficiency investments that we’ve seen in the last 10 years; today’s
conservation opportunities; and, third, the load management oppor-
tunities. And I'll expand on each of these points in turn, but first
I want to get a couple of important definitions.

The first definition is of “energy conservation.” during this
drought and financial crisis, we’ve asked people to turn down their
thermostats, to turn off their lights, and to cut their hours of oper-
ation.

That’s not energy conservation. That’s curtailment or, more fa-
miliarly, shivering in the dark. The current situation demands this
kind of sacrifice, and we thank the residences and businesses of
our region for their very generous response.

The reduction in consumption is good for all of our pocketbooks
but especially for low-income households and small businesses. And
any water we can leave in the rivers is a blessing for the salmon
struggling through this drought.

The energy conservation I will be talking about today, however,
is not curtailment. It is not doing without but, rather, doing more
with less. It’s more efficient lighting, well-insulated homes, and
high-efficiency motors in the industry.

This increased efficiency gives us comfortable homes, a competi-
tive business, with the very least harm to our air, water, and cli-
mate.

The second definition—“load manage”—the term is used to cover
a range of efforts to reduce consumption during peak periods. The
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efforts include installing devices on residential water hatcheries to
allow a utility to turn them off remotely when peak demand threat-
ens blackouts or forces the utility to purchase outrageously priced
power.

Similar opportunities are available in businesses and in industry.
Typically the utility pays the customer for the willingness to reduce
the consumption and agrees to a specified limit on the number and
duration of those reductions.

These load amendment programs serve as a very cost-effective
way to avoid the purchase of expensive power and/or blackouts in
the short term without painful reduction in the quality of service.

Back to my three points after my definitions.

First, the Decline in Energy Efficiency Investments: In my writ-
ten testimony, the Pacific Northwest largely abandoned the most
successful and cost-effective energy conservation for the nation
starting in 1994. We've achieved 1,500 megawatts—average
megawatts, at a savings, at a cost 2 to 2 and a half cents a kilowatt
hour, with a retail value of between 2- and $2.5 billion.

In Washington, investment has declined by 75 percent from 1993
to 1998. The BPA’s investment dropped 80 percent between 1993
and 1999. There’s lots of room for improvement. And the good news
is that we have great opportunity today.

In its 1998 Conservation and Power Plan—that the Power Coun-
cil projected over 1,500 average megawatts of cost-effective con-
servation at an average cost of 1.7 cents a kilowatt hour.

Given a much higher forecast of the cost of new generating be-
tween now—the council’s staff confidently predicts that there are
2,400 average megawatts of energy conservation which are cheaper
than new power.

The third point is we must take advantage of load management
opportunities. In the very near term, utilities and the BPA can pro-
vide significant emergency insurance against blackouts and finan-
cially deduct the power purchases for load management.

Most high-rise, commercial buildings in this region already have
energy measurements—computer sensors capable right now of
shedding inessential (inaudible) loads on a moment’s notice.

Less sophisticated devices are relatively easy to install and allow
utilities to turn off water heaters, for example, instantaneously.
Now is the time to get these options in the field. An entire year’s
class of salmon smolt are facing a massacre with the migration to
the sea.

And we're risking human life with a high possibility of blackouts
or condemning children with asthma and people with emphysema
to the emergency rooms from all the new diesel generation we'’re
firing up right now.

It’s time to deliver clean and efficient—clean energy from effi-
ciency and renewables and to take full advantage of load manage-
ment opportunities.

My written testimony ends with a list of things Congress can do
to help the region meet this precious, clean, and affordable energy.

Thanks, once again, for the opportunity.

Mr. CALVERT. Thank you.

[The prepared statement of Ms. Patton follows:]



58

Statement of Sara Patton, Executive Director, NW Energy Coalition

Introduction

Mr. Chairman, Members of the Committee, my name is Sara Patton. I am the
Executive Director of the NW Energy Coalition. The Coalition is an alliance of al-
most 100 organizations advocating policies to provide clean and affordable energy
for the residents of Washington, Oregon, Idaho, Montana and British Columbia. Our
member organizations include consumer and environmental groups, community ac-
tion agencies, progressive utilities, businesses and others. A full list of our members
is appended to my testimony (Attachment A). Prior to coming to the Coalition, I
worked for fifteen years at Seattle City Light, designing and implementing the util-
ity’s award-winning conservation programs.

We appreciate the opportunity to testify at this very timely hearing. Energy policy
is on the public agenda today in a way that it has not been in many a year.

This hearing is focused particularly on the electric energy situation in the Pacific
Northwest. While our region has its own particular situation, much of today’s dis-
cussion can help inform our understanding of these issues at a national level as
well.

The Committee is well aware of the Pacific Northwest region’s supply situation
and the implications for our region of recent developments in California energy mar-
kets. This situation makes it clear that inaction is not an option. You have asked
me to address the role conservation and renewables can play in the current water
and energy situation affecting the Pacific Northwest. The Northwest has a proud
record of development of renewable energy and energy efficiency resources and the
opportunity to build on that foundation is clear and compelling.

I will start with an assessment of the potential for cost-effective, clean, new re-
newable energy resources in the region and then move to the demand side of the
equation - on the contribution that energy efficiency and load management can
make in the current situation.

CLEAN RENEWABLE ENERGY

The excellent news about cost-effective clean renewable energy for the Northwest
is perhaps best demonstrated in the excellent response to the Bonneville Power Ad-
ministration’s (BPA) Request for Proposals for wind power. BPA asked for 1000
megawatts (MW) of wind power at a competitive price and capable of commercial
operation by late 2003. In fact, BPA received proposals for 2,532 MW of quick. clean.
cost-effective wind projects in the region. BPA’s press release on the subject, which
begins with the exclamation, “The response blew us away . . .” is appended to this
testimony along with a chart of the locations and sizes of the projects (Attachments
B & C).

And the good news about wind power’s role in the current energy situation is not
limited to potential for quick new projects. There are over 90 MW of wind plants
operating in the region and over 400 MW of wind and geothermal energy under de-
velopment to serve the region right now. A map and chart of these projects are ap-
pended to this testimony (Attachment D). Wind is estimated to cost from 3.5 to
6 cents per kilowatt-hour (kWh). The full potential for wind power in the region is
enormous at 133,000 average MW. I have been quoting MW rather than average
MW above. Since wind is an intermittent resource, its average megawatts of produc-
tion are usually about a third of its megawatts of capacity depending on the site.
So 133,000 aMW is a very sizable potential. And as BPA’s experience bears out, the
construction lead-time is quite low, usually between 1-3 years.

The region also has significant geothermal power potential: between 7,000 and
11.000 MW at a cost of between 4.5 and 7 cents per kWh. The region has 45 aMW
of geothermal under development and another 45 aMW in process.

Finally, we have sunshine in the region, if not on the I-5 corridor. There are more
than 200,000 aMW of solar potential in the region from a combination of direct ther-
mal and photovoltaic production. The costs for direct thermal vary from 2 to
13 cents per kWh and for photovoltaics from 17 to 21 cents per kWh. Even though
photovoltaic power is still expensive to produce, it is frequently a cost-effective op-
tion for remote locations. which would require expensive line extensions in order to
buy power from central station plants on the grid.

Fact sheets on wind, geothermal and solar power from the Renewable Northwest
Project are appended to my testimony (Attachment E) and also available on RNP’s
web site at www.mp.org. The Renewable Northwest Project is an alliance of environ-
mental and consumer groups with renewable energy developers, which promotes
clean, renewable energy for the region.
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ENERGY EFFICIENCY AND LOAD MANAGEMENT

I want to make three key points:

» While the Northwest has a record of innovation and leadership on energy effi-
ciency, recent years have seen a distressing lapse of attention to conservation
by BPA and too many Pacific Northwest utilities.

e There remain large opportunities to save energy, money and the environment
through investments in energy efficiency in our region.

¢ While past conservation efforts have focused largely on reducing overall usage,
today’s situation also requires a focus on reducing peak demand.

I will expand on each of those points in turn but first a couple of important defini-
tions. The use of the term “conservation” during the current crisis has caused my
colleagues and me a great deal of distress. We have been used to using the terms
“energy conservation” and “energy efficiency” synonymously. During this drought
and financial crisis, many spokespeople and the media have called for homes and
businesses to reduce their consumption by turning off lights, turning down (or up)
thermostats and cutting hours of operation. They have called that behavior “con-
servation.” We would call it curtailment or more familiarly, “shivering in the dark.”

The current situation demands exactly this kind of sacrifice, and we support our
elected officials and other leaders in calling for it. We thank the residents and busi-
nesses of the region for their generous response. The reduction in consumption is
good for all of our pocketbooks, but especially for low-income households and small
businesses, and any water we can leave in the rivers is a blessing for the salmon
and other fish and wildlife struggling through this drought.

The energy conservation I will be talking about today, however, is NOT curtail-
ment. It is not doing without, but rather doing more with less. It is more efficient
lighting, wellinsulated homes, and high efficiency motors. This increaesd efficiency
gives us.,. comfortable homes and competitive business and industry with the very
least harm to our air, water and climate.

Second “load management” is a term used by utilities to cover a range of efforts
to reduce consumption during peak demand. Usually the peaks have been measured
for generation capacity, but the region is now also considering peak demand on
transmission and even distribution capacity as well. The efforts include installing
devices on residential water heaters to allow the utility to turn them off remotely
when peak demand threatens a blackout or forces the utility. to purchase out-
rageously priced power. Similar opportunities are available in businesses and indus-
try to reduce or curtail non-essential electrical consumption temporarily in response
to system peaks. Typically the utility pays the customer for the willingness to re-
guce consumption and agrees to specified limits on number and duration of the re-

uctions.

These load management programs do not necessarily result in less energy con-
sumption overall and they are not strictly speaking improvements in efficiency.
They can. however, serve as very cost-effective ways to avoid purchase of expensive
peaking resources in the long term and purchase of expensive power and/or black-
outs in the short term without a painful reduction in quality of service.

The Decline in Energy Efficiency Investments

According to the Northwest Power Planning Council, Pacific Northwest utilities
acquired about 1327 average megawatts of cumulative conservation savings from
1978 to 2000. Federal, state and local efficiency codes and standards have saved
more than 200 megawatts. For perspective, the grand total of 1,500 average
megawatts is more than enough to serve the entire load of Seattle City Light. Util-
ity funded conservation savings in those years were acquired at a cost between 2
and 2.5 cents per kilowatt-hour and had a retail value to consumers of $2.5 billion.

But starting in 1994, the region saw a steep decline in utility investments in en-
ergy efficiency. The most detailed study of this trend came in Washington State.
The State’s Department of Community Trade and Economic Development published
a detailed survey of conservation investment trends in 1998 based on information
from utilities serving 86% of the state’s electric consumers.

That study found that total utility investments in conservation peaked in 1993 at
$ 169 million (constant 1997 dollars) and then declined in each year thereafter. By
1998 utility conservation investments were down to only $42.5 million, a 75% reduc-
tion. No other state made a comparably detailed assessment, but there is little rea-
son to doubt that the Washington experience was representative of the region as a
whole. This is particularly likely given that the Bonneville Power Administration’s
financial support for public utility conservation programs was, between 1993 and
1999, cut by more than 80%.

Why did this happen? There are two major causes. First, estimates of the cost of
new generation declined, driven by the advent of highly efficient combined-cycle
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combustion turbines and projections of low future gas prices. In order to be cost-
effective, of course. conservation investments must save energy at a cost lower than
the price of new supply. When that “avoided cost” dropped, so did the supply of cost-
effective efficiency investments, though the avoided costs used by almost all utilities
included no accounting for environmental costs of various resources.

Some reduction in conservation effort was, thus, economically, if not environ-
mentally. justified. But the scale of the conservation cutbacks far exceeded any rea-
sonable estimate of the reduction in the pool of cost-effective savings. We need to
search further for a complete explanation of these developments.

A second explanation for a reduction in utility conservation spending was the pos-
sibility of deregulation. The prospect of competition at the retail level created great
uncertainties for utilities. Who would their customers be in the future? What would
be the size of the load they would have to serve? Could the costs of conservation
investments in the facilities of customers who defected to another supplier be recov-
ered? In the absence of clear answers to these questions, utilities were reluctant to
make new investments in either supply-side or demand-side resources.

Whatever the relative weight of these causes, the end result is clear. The North-
west experienced a drastic decline in investments in conservation, even in highly
cost-effective conservation.

Today’s Conservation Opportunities

With combined-cycle combustion turbines today’s new generation resource-of-
choice. recent dramatic increases in gas prices have significantly raised the avoided
cost against which conservation investments must compete. The pool of cost-effective
conservation opportunities has substantially expanded.

In its 1998 “Northwest Conservation and Electric Power Plan,” the Northwest
Power Planning Council evaluated the twenty-year supply of cost-effective conserva-
tion across a range of scenarios for future electricity demand, alternative resource
costs, and water conditions. The Council concluded that, “The average amount of re-
gionally costeffective conservation that the Council has identified is approximately
1,635 average megawatts.” This number did not include any savings in the alu-
minum industry, although the Council believed that “there is undoubtedly some ad-
ditional potential in that sector, as well.” The average levelized cost of these 1,535
average megawatts of savings was approximately 1.7 cents per kilowatt-hour. Yes,
this is an additional 1500 aMW on top of the 1500 aMW the region has already
saved.

The 1998 Plan’s mid-range forecast assumed that average real gas prices would
escalate by about 1% per year. Obviously events have overtaken this forecast and,
in so doing. have increased the amount of conservation that is cost-effective com-
pared to new generation alternatives. The Council’s new plan is not expected to be
completed until late 2002, but Council staff has confidently predicted that the new
long term gas, price forecasts will result in at least 2400 aMW of cost-effective en-
ergy efficiency potential in the region.

A study completed in June of this year by Council and Seattle City Light staff
reinforces the message that there’s a lot of highly cost-effective conservation out
there. The study attempted to estimate the twenty-year conservation potential in
Seattle’s service territory.

With a 50 mill avoided cost threshold, the study found that 211 to 257 aMW of
cost-effective conservation could be acquired over twenty years. The average cost of
this conservation resource was estimated to be between 1.8 and 2.1 cents per kilo-
watt-hour. With this information, Seattle has decided to ramp up towards a dou-
bling of its annual conservation targets. Over the next decade the utility plans to
meet half of all load growth with conservation. And remember that this potential
exists in a city that has. over twenty years, already implemented the most aggres-
sive conservation effort in the region.

Cost-effective conservation remains a plentiful and highly affordable resource for
the Northwest.

Load Management Opportunities

Historically Northwest conservation programs have focused on reducing the total
number of kilowatt hours used, without much regard to when, in the year or the
day, those savings occurred. In our hydro-dominated system this made sense. We
were, in the jargon of the industry, “energyconstrained,” not “peak-constrained.”
That is, the hydroelectric system has enormous peak capacity - Grand Coulee alone
has a capacity of almost 10,000 megawatts - but the amount of water in the system
limits the total number of kilowatt hours that can actually be generated over a year.

It is important to recognize that this situation has changed. Even our hydro-
electric system is no longer big enough to buffer us against the high marginal costs
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of peak energy usage. The unacceptably large probabilities of being unable to meet
demand that the Northwest Power Planning Council has warned of are concentrated
in the winter months (December—February) and on a limited number of peak hours
in those months.

As the entire West Coast has seen this year, the costs of serving peak loads can
be enormous. The cost of transmission capacity that is very rarely used can, all by
itself, be larger than the ordinary cost of delivered power. If transmission capacity
is priced at $24 per kilowatt year, then capacity that is used for only 400 hours per
year costs 6 cents per kilowatt-hour actually delivered. The same economics apply
to distribution capacity that is very rarely actually used. Finally, of course, system
peaks - often driven by extreme cold-weather events in the Northwest -commonly
strike many utilities at once. This coincident demand for energy can, and does, drive
the cost of energy itself to remarkable heights. Add it all up and the value of reduc-
ing Pacific Northwest peak loads can be very substantial.

WHAT CONGRESS CAN DO

Let me close with a list of things Congress can do to assure that these renewable
energy. conservation and load management opportunities do not escape our grasp
and tlllat the exciting potential of renewable resources does not remain mainly po-
tential.

* Support tax credits for energy efficient new construction of buildings and homes.
Support a ten year extension of the production tax credit for wind generating
resources.

Support stronger appliance efficiency standards and tax credits for early adopt-
ers.

Provide matching funds for utility-run conservation programs, e.g., rebates for
energy efficient appliances, weatherization and high efficiency industrial motors.
Increase funding for low-income weatherization and energy assistance programs.
Provide tax credits and other incentives for pollution control equipment to ret-
rofit older generating plants.

Establish a temporary federal price cap, i.e., Federal Energy Regulatory Com-
mission implemented cost-plus pricing. Exempt new generation to get plants on
line quickly.

Provide financial support for BPA to invest in energy conservation and purchase
more power, so it doesn’t have to rely on harming salmon to ensure this Octo-
ber’s Treasury payment.

Support the use of energy efficiency and distributed renewable resources to re-
lieve transmission congestion.

Thank you for the opportunity to present this testimony. The region does not have
to overbuild fossil fuel power plants to meet the present crisis. We have plentiful,
quick and cost-effective solutions from energy efficiency, wind and load manage-
ment.



62

NW Energy%
Coalition

Fora clean and affordable energy funure

A Worlé Institute for a Sustainable Humanity - International -

Alaska Housing Finance Corporation - AK
Alliance to Save Energy — National

Energy R O jon — MT
American Rivers — Mational
Association For The Ad of

Energy Policy — BC
Ceniral Area Motivation Program ~— WA
Citizens Utility Board — OR
Clallam-Jetferson Community Action Council — WA
Climate Solutions — WA
Cold Spring Conservancy — WA
Community Action Directors of Oregon - OR
Earth and Spiris Council — OR
Emerald People’s Ltility Districc — OR
Eugene Future Power Committee — OR
Eugene Water and Electric Board — OR
Fair Use of Snohomish Energy — WA
Friends of the Earth — National
Golden Eagle Audubon Society — ID
Greenpeace -— laremational
Housing & Community Service Agency of Lane County — OR
Human Resources Council, District X{ — MT
Idaho Community Action Association - [D
Idaho Community Action Network — 1D
1daho Conservation Leagne — ID
1daho Consumer Affairs — ID
{daho Rivers United — ID
1daho Rurat Councit — [D
Tdaho Wildlife Federation — ID
Kootenay-Okanagan Electric Consumers Association — BC
Land and Water Fand of the Rockies — Regional
League of Utilities and Social Service Agencies — OR
League of Women Voters — D, OR, WA
Merrocenter YMCA — WA
Missoula Urban Demesstration Project — MT
Moatana Environmensat Information Center w MT
Montana Public Interest Research Geoup — MT
Montana River Action — MT
Montana Trout Unlimited — MT
Mountaineers — WA
National Center For Appropriate‘“[‘echnology o MT
Natural Resources Defense Council — National
Nocthern Plains Resource Council - MT
National Energy Efficiency Alliance ~ Regiomal
Northwest Energy Efficiency Council - WA
Narthwest Resource aformation Center — [D

i Energy for i

Development (SEED) — Regional
Otympic Community Action Program — WA
Opportunity Councit — WA
Oregon Action — OR

ATTACHMENT A

Member Organizations

Oregon Energy Coordinatars Association — OR
Oregon Energy Parmership ~ QR
Oregon Environmental Council ~ OR

. Oregon Stare Public Interest Research Group -— OR

Pacific Council of Carp — Regi
Pacific Rivers Council —OR
Portland Energy Conservation, Inc, - OR
Portland General Elegtric ~—~ OR
Puget Sound Council of Senfor Citizens — WA
Renewable Northwest Project — Regional
Rivers Council of Washingto .. WA
Salmon For All — OR
Save Our Wild Salmon Coalition -~ Regignal
Seartle Audubon Society — WA '
Szarde City Light — WA
Sierra Club — Regional
Sierra Club of British Columbia — BC
Snohomish County Public Utiiity District — WA
Solar Energy Association of Oregon — OR
Sotar Information Ceater — OR
Solar Washington — WA
South Central Community Action - {IJ
South East Idaho Community Action Agency — [D
Southern Alliance for Clean Energy - Regional
Spokane Neighborhood Action Programs — WA
Tahoma Audubon Society — WA
Trout Unlimited -— WA
Union of Concerned Scienists ~- National
‘Washington Citizen Action — WA
‘Washingtor Environmental Council — WA
‘Washington Public Interest Research Group — WA
Washingron State Association of Community

Action Agencies — WA .
Washington State University Energy Program — WA
Washington Wildemess Coalition - WA
Western SUN Cooperative - Regional .
‘Working for Equality and Ecomormic Libecation — MT
Yakima Valley Opporunities Industrialization Center — WA

Associare Members |
City of Ashland — OR
Puget Sound Energy — WA

Supporting Members

Clackamas County Weatherization ~ OR

Department of Community. Trade and Economic
Development — WA

Housing Authority of Skagit County - WA

A County ization — OR

Rocky Mountain Insttute — Natdonal

219 First Avenue South, Suite 100 * Seattle, WA 98104
phone: (206) 621-0094 + fax: (206) 621-0097
. www.nwenergy.org




63

Attachment B

&y o

bpanews

PR 2501 FOR IMMEDIATE RELEASE:

THURSDAY, April 26, 2001
CONTACT: George Darr, (303} 2304386

Astonishing number of wind generation proposals
blows into BPA

PORTLAND, Ore. — “The response blew us away,” said George Darr, Bonneville Power

1.1

Administration’s ren POWeT [eSOUrce Program ger, Darr spent last weekend

counting up the wind generation projects submitted in response to the agency’s request
for proposals.

“ thought developers would be far exough along with their projects to submir
maybe 1,000 megawarts of projects, but the 25 proposals added up to about
2,600 megawatts,” said Darr. “Further, 1f you count the room for expansion included in
the proposals, there are over 4,000 megawat's of wind power on these sites. That is
astonishing.”

Most of the proposed sites are in Oregon (10) and Washington (8). The rest are
distributed among Idaho, Montana, Wyoming and even Canada.

Rep. Norm Dicks (D-Wash.) was also impressed with the response. “] have been
convinced that the Pacific Northwest offers the potential for significant wind power
generation that could be an effective complement to our hydroelectric system. It is
extremely encouraging to see such a large number of creative proposals submitted. and it
is my hope that BPA will evaluate them promptly and take advantage of the relatively
fast siting cepability offered by wind generated power,"” said Dicks.

BPA will evaluate the projects in terms of cost, how well they can be integrated
into the Northwest power grid and other factors. Location is an important consideration
both for how well the projects can be used to serve loads and for the impact they have
because of the intermittent nature of wind output. [t is very helpful if they are near other
generation.

~TROre-

Bonnavilla Powar Administratlof(5 N.E. 11 Avenue, Portland, Qregon 97232
Mailing AddressiMedia Relations - KC7, P.O. Box 3621, Portland, OR 97208-3621
Phone:{503) 230-5131 Fax: (503} 230-5884  Web site:hupliwww.bpa.gov
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BPA will select the most promising proposals by the end of May and then begin
contract negotiations with developers. Once BPA and the developers have reached
agreement on contract terms, BPA will conduct National Environmental Policy Act
review of the environmental impact of the proposed projects. Darr hopes the first of the
projects can be online in late 2002 or early 2003.

Rep. Greg Walden (R-Ore.), co-chair of the House Renewable Energy Caucus and
the sole Northwest member of the Energy and Commerce Committee, was encouraged by
the response from rural communities. “We need more energy generation in the Northwest
to help us bring down costs. This is one of the best kinds of energy to bring on line — it’s
clean and renewable. And the growth of clean energy production in the rural Northwest
will bring vital new revenues and jobs to parts of the region that need an economic
boost.”

Peter West, green program director at the Renewable Northwest Project in
Portland, Ore., was encouraged by the response. “The results show the strength and
diversity of the wind resource in the Northwest. With the leadership of BPA, the
Northwest is poised to be one of the hottest wind sites in the world. This shows how
renewable resources will help solve our energy crisis.”

Because wind speed varies, the 2,600 megawatt capacity of the proposals will
likely translate into about 850 average megawatts of power. That is more than enough
power to meet the needs of the city of Portland.

#rdt

Bonneville Power Administratiop5 N.E. 11 Avenue, Portland, Oregon 97232
Mailing AddressMedia Relations - KC7, P.O. Box 3621, Portiand, OR 97208-3621
Phone:(503) 230-5131 Fax:(503) 230-5884 Web site:hup:/www.bpa.gov
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Attachment E

Wind power

Montana ajone has
enough wind
resources o supdiy

the United States,

Wyoming wind photo by Jim Mafoney

Potential « Cost - Economic benefits » How it works « System integration »
Tvis ntal im e} ive progn « Wind Link

Potential

The Pacific Narthwest has the potential to generate 133,000
average megawatts or more of electricity from wind power. The
majority of the region’s wind resources are in Montana, but
some of the best sites are also in Idaho, Oregon and
Washington. Montana alone has enough winds resources to

supply 15 percent of U.S, LOCATION OF
electricity demand; WIND RESQURCES
Oregon and Idaho could ; o

Read all meet all of their power
about two new N ind d
wind projacts need§ with wind, an

in the West. Washington could use
We have the wind power for about 3
scoop on miilion homes.

Vaunsyela

Ridas wind B
proiect in Just over 68 MW of
Oregon, and nameplate capacity has
the Wyarmi

the WyOmind peen developed for the

[ st
at Foote Northwest. California

Creek Rim, leads the United States in  wind quality
wind development despite
its modest wind resources, with over 1,650 MW of installed
capacity. Texas and Minnesota also are making rapid
investments in wind power. Texas has developed 188 MW of
capacity in the last four years and a new “renewable portfolic )
standard" will add another 1300 MW or more in the near
future, Wind investment in Minnesota is driven by a law that
required the state’s largest utility to develop 425-825 MW of
wind power in exchange for the right to stare additional waste
on the site of one of its nuclear plants. Subsequent studies
found that additional wind farms were the least expensive
option for axpanding the state’s power supply.

WING GENERATING CAPACITY The United States is
(installed, megawatts) currently being left
10,000 behind in wind
9,000 development by Europe,
8.000 which expects to have
y at least 17,000 MW
7,000 installed by 2005 and is
6,000 shooting for 40,000 MW
5,000 by 2010.
4,000 '
3,000 Technclogncal
improvements, lower
2,600 costs, uncertain fossil
1,000 | fuel prices, the desire for




< system diversity, and
1980 1985 1990 1995 1988 environmental concerns
Searer WeyiAestoh fastitets continue to drive
investments in wind
energy.

Cost

Advances in technology and expearience have made wind
competitive with many fossil fuel power sources. The cost of
energy from wind projects fell by 80 percent between the early
1980s and late 1990s; real levelized costs are now about 4-6
cents per kilowatt-hour without any tax credits, compatitive
with many new coal or natural gas facilities. Costs for individual
projects depend on financing, transmission infrastructure, and
wind guality. The most cost-effective wind farms usually have
at least 35 turbines and a total capacity of 25 MW or more.

Potential wind energy in the Northwest

Oregon 4,900 aMW
Washington 3,700 aMW

Idaho 8,300 aMW

Montana 118,000 aMW |
Resource type intermitient, predictable
Capacity factor 20-44%

Reat levelized cost {19993} 4-6 ¢/kWh
Construction lead time 1-3 years

sources: seg endrotes

Economic Benefits

wind generation is very competitive with other sources of
electricity, especially when factoring in social and
environmental costs and the risk of future fuel price increases.
But wind projects provide added benefits by keeping more
monay in local economies, integrating with existing land uses,
and providing extra income to property owners in the form of
power sales or royalty payments. The Wisconsin Energy
Bureau estimates that wind projects create three times as
many jobs as the same leve! of spending on fossil fuels.
Portiand General Electric estimates that a 240 MW natural gas
plant drains $28-55 million out of the regional economy
annually for fuel imports,

How it Works

Turbine blades, modeled after airplane
wings, rotate due to a pressure
differential caused by air moving over
the surface of the blade. The blades
cause a rotor to turn, which drives an
electrical generator, The turbines are
oriented automatically by the wind or
by computer-controlled drive systems
so that they always face toward the
wind.

Wwind turbines can be designed to
operate either at variable speeds or
at a single, fixed speed. The variable
speed designs are more complex but
they convert wind power into electricit’
advances have made them the best chg
projects.

Most wind turbines are designed to use wind blowing at 8-65
mph. Sizes for new U.S. turbines range from 500 to 750 kW
and Eurcpean turbines range from 600 to 1,650 kW.
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System Integration

wind farms have predictable, reliable output with seascnal and
daily variations which can be matched to utility load
requirements, Wind resources can also be balanced using a
power system's existing load-matching capabilities, or muitiple
wind sites can be combined to create a flat, stable power
supply curve. Because the best wind resources in the
Northwast are located in rural areas, access to the
transmission grid is a critical component in selecting a site.

Environmental Impacts’

Wind power generates no emissions, in contrast to fossil fuel
plants which create particulates, greenhouse gases, and acid
rain precursors. Although wind is one of the most benign
power sources, if not properly sited, it too may have
environmental impacts, Wildlife and avian impacts can be the
greatest concern, but new tower, blade and turbine
technolegies and careful siting minimize environmental impacts.

Incentive Programs

Programs are available through each of the region’s states,
Qregon provides personal and business tax credits for
renewatle energy projects as well as some fong-term,
low-cost financing and technical advice. Washington provides a
sales tax exemption for turbines used in large wind projects.
Montana grants a property tax exemption for business or
residential applications and a tax credit for capital equipment
costs associated with wind energy development. In Idaho, up
to $20,000 of a system’s construction costs can be deducted
from income taxes aver 4 years, and low-interest |oans are
available for some renewable energy development,

Wind Links

Read all about two new wind projects in the West, We have
the scoop on Yansycle Ridoe wingd nrofect in Oregon, and the
Wyoming Wind Project at Foote Craek Rim.

See AWEA's map of wind projects in the US:
wwy . awea.org/projectsfindex. himi

Bottom photo: Vansycle Ridge wind turbine.

Sources:

i. Power itiag for & such as wind can be expressed in
wwo forms: {1} "nameplate” or "peak” megawatts {MWp) refer to the amount of
power detivered when the wind is blowing at the project's rated speed: (2}
"average” megawatts (aMW) indicate the average amount of power delivered
over the course of the year, averaging together times of high and low wind. The
"rapacity factor” indicates the ratio betwaen the average output and the
nameplate output.

2. Wind cepacity factor from from Fourth Northwest Conservation and Electric
fower Plan, Northwest Power Planning Councdl (NWPPC), 1998. Cost of energy
from “Comparative Cost of Wind and Other Fuels,” American Wind Energy
Agsociation (AWEA) fact sheet, accessed online &/15/99

3. Northwestern wind resaurces from Investing in the Future: A Regulator's
Guide to Renewables, Nationat Association of Reguiatary Utility
Commissioners, 1993, America Takes Stock of a Vast Energy Resource,
pubtished by EPRI through USDOE and the National Renewable £nergy Lab.
Minnesota development from Minnasotans for an Energy Efficient Economy,
7/9%and from the Izaak Walton League of America’s "Testimony in Support of
Increased Wind Energy Development jn Minnesota®, 1998, available online at
htpr/fwww.med

arg/issuesiwing, p.htmi. Texas and pians from Tom
Smith, Public Citizen, 7/9% European wind energy from Wind Energy -the Facts:
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Volume 5: Market D European C ion Directorate-General for
Energy, 1997.

4, Fossil fuel and wind costs and price trend from AWEA op cit. note 2. Wind
farm sizes from conversation with Tom Gray, AWEA, June 1999.

5. Wind resource information from An Assessment of the Available Windy tand
Area and Wind Energy Potential in the United States, Pacific Northwest
Laboratories. "Good" resource areas have Class 4 winds, which average
14.6-15.7 mph at 30 meters altitude. "Excellent” areas are Class 5 and above,
with average wind speeds above 15.7 mph.

6. General economic impacts from Dollars from Sense: The Economic Benefits
of Renewable Energy, Naticnal Renewable Energy Laboratory, 1997. Job
impacts from The Ecoromic Impacts of Wind Energy Use in Wisconsin,
Wisconsin Department of Administration, Energy Bureau, 1995, and Wind
Energy Program Overview, U.S. DOE, 1993. Cost of fuel imports from Report of
the Geothermal Subgroup to PGE Management, pg. A-2, Portland General
Electric, 1993.

7. Operational wind speeds from NWPPC, op. cit. note 2. Wind turbine sizes from
Tom Gray, op. cit. note 4,

8. NWPPC, op cit. note 2, pp. FWN-8-FWN-9; Wind Subgroup Report to PGE
Management, pp. 14-15, Portland General Electric, 1993.

Wind | Solar | Geothermal | About RNP | Contact us | Home
www.rnp.org webmaster: Jennifer J. Sargent. Last Updated 4/00C
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Geothermal power

Experts believe the Northwest
has enough potential geothermal power
to serve more than 1.3 million homaes.

‘What Is Geothermal Power?

Geothermal energy is heat from deep in the earth. The heat is
brought near the surface by underground circuiation of water
and by the intrusion into the earth’s crust of molten magma. N
The portion of geothermal energy that can easily be deveioped <
is trapped in saturated, fractured hot rocks near enough to the <
earth's surface to be reached by drilling. Wells, sometimes over
two miles deep, bring the steam or hot water to the surface,
where the steam is used to to run an electrical generator in a
geotharmal power plant. The hot water is returned to the
periphery of the geothermal reservoir. In most cases of high
ternperature (above 250 F), gecthermal resources are not
pumped out of the ground because they will flow under natural
pressure at these temperatures.

-

Patential

The Pacific Northwest has the potential to generate up to
11,000 megawatts of electricity from geothermal power.
Although estimates of available resources are uncertain unti
exploratory work is done, the Northwest Power Planning
Council has identified elevan specific areas where it expects
there are about 2,000 MW developable - that's enough power
to serve over 1.3 million homes.

Geotharmal areas in the LOCATION OF
western United States are GEQTHERMAL RESOURCES
usually found where there T
has been relatively recent
volcanic activity. The most
promising sites in the
Northwest are in the basin
and range country of
southeastern Oregon, and
along the Cascades in
Oregon, Washington and
northern California. T
Virtually all of the o

geothermal electric thermal activity Ziza} hiah
generation developed in the U.S. so far has been in California,
Nevada and Utah. Low-temperature geothermal district
heating has been used for decades in Klamath Falls, Oregon,
and Boise, Idaho, and the Big Island of Hawaii generates 25%
of its power from geothermal.

Cost

Real levelized costs for geothermatl electricity generation are
4.5-7 cents per kilowatt-hour ~ competitive with some fossil
fuel facilities, but without the pollution. Delivered costs depend
on ownership arrangements, financing, transmission, the
quality of the resource, and the size of the project. Geothermal
plants are built of modular parts, with most projects including
one or more 25-50 MW turbines.

Geothermal plants are relatively capital-intensive, with low
variable costs and no fuel costs. Usually financing is structured
so that the project pays back its capital casts in the first 15
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years, delivering power at 5-10¢/kWh. Costs then fall by 50-70
percent, to cover just operations and maintenance for the
remaining 15-30 years that the facility operates.

Economic Benefits

Geothermal power, like all renewable resources, keeps
economic benefits local. The maost promising geothermal project
sites are in rural areas. Geothermal power provides local jobs,
retains dollars lecally, pays local property taxes, and
contributes royalties to the local county to support services. A
study by the Oregon Department of Energy found that a 100
MW project in Eastern Oregon could create over a million
dollars of additional local income each year, and would pay
$4-6 million in local and state fees, royalties and taxes. In
contrast, a similarly sized natural gas project sends $11-24
million out of the region every year for fuel costs alone.

Geothermal energy resources in the Northwest

Total potential supply 7,100-11,000 MW
Resource type baseload Capacity factor: 90%
Construction lead time 1-3 years

Real levelized cost (19939%) 4.5-7 ¢/kWh
Operating life 30-50 years

U.S. geothermal developed 2,850 MW

NW proposed 120 MW

sources: see endnote

How It Works

There are several types of geothermal resources. Most of the
installed geothermal electrical generating plants use either
flash or binary technologies. Generally, flash technologies are
used when the geothermal resource has temperatures of
350°F and higher, and binary technologies are used at
temperatures below 350°F. In both technologies, the
geothermal fluids are returned to the underground reservoirs
and naturally reheated for reuse.

In a flash steam process, water from underground wells is
separated (flashed) into steam and water. The water is directly
returned to the geothermat reservoir by injection wells, or
cycled for other process or agricultural uses before re-injection.
The steam is used to drive a turbine and generate electricity.
Any gases in the steam are removed and, if necessary, treated
to remove dissolved poliutants. The steam is cooled to liquid
form and then also re-injected into the geothermal reservoir,
For very high temperature resources, the water can be
controlled to flash more than once to recover even more
energy from the same resource.

A binary power plant is used for moderate-temperature
resources. The hot water from a geothermal source is used to
heat a secondary working fluid, such as ammonia or isobutane,
in a closed-loop system. The working fluid is vaporized in a
heat exchanger and is then used to drive a turbine-generator.
A cooling system is used to condense the vaporized working
fluid back into liquid form to begin the process again. The hot
water from the geothermal resource is injected back into the
reservoir. The hot water and the working fluid are kept
separate, so that environmental issues are minimal.

tem Integration

hermal plants are the most
bie of all electricity sources,
larly operating at 90 percent
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ore of their rated capacity
r-round. Because they can run
inuously, geothermal plants
most often used for providing
e plants in Italy and at The
Geysers in California have been used to help meet daily peak
loads. Geothermal power can provide significant system
diversity, stability and transmission benefits, thereby
increasing system reliability and lowering overall operating
costs.

Environmental Impacts

Although geothermal is one of the more benign power sources,
it must be properly sited to prevent possible environmental
impacts. New geothermal systems re-inject water into the
earth after its heat is used, in order to preserve the resource
and to contain gases and heavy metals sometimes found in
geothermal fluids. Care must be taken in planning geothermal
projects to ensure that they don't cool nearby hot springs or
cause intermixing with ground water. Geothermal projects can
produce some carbon dioxide emissions, but these are 15-20
times lower than the cleanest fossil-fuel power piants of the
same size.

Sources

1. Resource potential from Fourth Northwest Conservation and Efectric
Power Plan, Northwest Power Planning Council (NWPPC), 1998, pp.
FGT-5-FGT-7. The real levelized cost of energy is the long-term
average cost of energy without the effect of inflation. The levelized cost
of energy shown here is based on conversations with Jeff King, NWPPC,
7/99 lack Pigott, Calpine Corporation, 7/99 and David McClain,
Geothermal Resource Gouncil, 7/99 Total U.S. geothermat
development from "International Geothermal Association: Geothermal
Power Piants On-Line in 1998," available at
www.demon.co/uk/geosci/wrtab.html. Northwest development from
NWPPC, p. FGT-13.

2. NWPPC, op. cit. note 1; Investing in the Future: A Regulator’s Guide
to Renewabies, National Association of Regulatory Utility
Commissioners {(NARUC), 1993, p. D-5; Report of the Geothermal
Subgroup to PGE Management, Portland General Electric, 1993.

3. See note 1 for levelized cost sources. Project financing from Jack
Pigott op cit. note 1. O&M costs from NWPPC, op cit. note 1. Other
information from NARUC, op. cit. note 2, pp. B.9-B.12 and Dave
McClain op cit. note 1.

4. Map information from U.S. Geological Survey, reproduced in NARUC
op. cit. note 2, page A-3. "Moderate"” thermal activity indicates areas
where hot springs have temperatures below 194° F, suitable for direct
heating appiications. "High" thermai activity indicates areas with
springs hotter than 194° F, potentially suitable for electricity
generation.

5. PGE, op. cit. note 2, app. A; Economic Impacts of Geothermal
Development in Deschutes County, Oregon, Gregon Dept. of Energy,
1991, cited by PGE.

6. This section and diagram based on NWPPC, op. cit. note 1, and
NARUC, op. cit. note 2.

7. Renewable Energy Technology Characterizations, EPRI/DOE, 1997,
ch. 3.

8. NWPPC, op. cit. note 1.

Graphic by Matthias Fripp, 1999

About RNP | Contact us | Home
www.rnp.org webmaster: Jennifer J. Sargent. Last Updated 5/GC
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Solar Power
"The Northwest receives more than enough suniight to
meet its entire annual power needs.”

The Basics « Resource Potential - Photovoltaic Cells » Diregt Thermal «
Environmental Impacts + Net Metering « Incentive Programs

The Basics

Solar energy technologies convert the sun’s light into usable
electricity or heat. Solar energy systems can be divided into
two major categories: electric and thermal. Photovoltaic cells
produce electricity directly, while solar thermal systems
produce heat for buildings, industrial processes or domestic
hot water. Thermal systems can also produce electricity by
operating heat engines or by boiling steam to spin electric
turbines. Solar energy systems have no fuel costs, and low
operating and maintenance costs. The total costs of solar
applications vary depending on the type of financing used to
invest in the equipment, and the relative availability of solar
radiation.

Resource Potential DISTRIBUTION OF SUNLIGHT
In the Northwest, solar 2 e -
energy offers more
potential than any other
renewable resource; in
fact, the region receives
more than enough sunlight
to meet its entire annual
power needs. As the map
to the right iliustrates, the
Northwest’s highest
potential is in southeastern
Oregon and southern
Idaho; however, there are
no "bad" solar sites - even
the cloudiest parts of the source: NWEPC Power Flan
Northwest receive almost

haif as much solar energy as the deserts of California and
Arizona - and they receive more than Germany, which has
made itself a solar energy leader.

total solar energy striking 4 tilted.
south-facing surface tkwhimsiday}

Solar energy resources in the Northwest:
Total potential supply > 200,000 average MW
Resource type intermittent, predictable
Capacity factor 16-30%
Construction lead time 0-2 years
Real levelized cost (1998%)direct thermal 2-13 ¢/kWh
rooftop photovoitaics 17-21 ¢/kWh

sources: see endnote

Photovoltaic Cells

Photovoltaics (PVs) convert sunlight directly into electricity,
using semi-conductors made from silicon or other materials.
Photovoltaic modules mounted on homes in the Northwest can
produce electricity at a real levelized cost of 17 to 21 cents per
kilowatt-hour (kWh}.

PVs generate power on a much smaller scale than traditional
Find out how utility power plants, so they can often provide high-vaiue
students in L g
TP electricity exgctty where a_nd when it is needed. st are "oft'en
Hontaaa the best choice for supplying power for remote, "off-grid" sites

using solar RS A er ote, ot
energy. or in situations where the transmission or distribution system
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would otherwise need to be upgraded in order to meet peak
demands. Distribution line extensions of more than haif a mile
are generally more expensive than investing in a PV system for
a typical home.

ANATOMY OF A Other cost-effective PV
SOLAR CELL applications include
building-integrated power
cover glass generation, meeting high

transparant adhesive
anti-raflection coating

summer demand for electricity
(e.g., air conditioning),
pumping water, lighting signs
and powering equipment usad
for communications, safety or
signaling.

p-type semicanductor Prices for photovoltaics - are
a-type se miconductor falling as markets expand.
back electrical contact Between 1975 and 1998,
sales volume for PV modules
grew by an average of 21 percent per year, while real prices
felt from $80 to less than $4 per watt of capacity.

Direct Thermal

Direct-use thermal systems usually are located on individual
buildings, where they use solar energy directly as a source of
heat. The most common systems use sunlight to heat water for
houses or swimming pools, or use collector systems or passive
solar architecture to heat living and working spaces. These
systems can replace electric heating for as little as 2 cents per
kilowatt-hour, and utility and state incentives reduce the costs
even further in some cases.

Environmental Impacts

Sotar power is an extremely clean way to generate electricity.
There are no air emissions associated with the operation of
solar modules or direct application technologies.
Residentiaf-scale passive construction, photovoltaic, solar
water heating, and other direct applications reduce land use
irmpacts from typical utility generation, transmission and
distribution.

Net Metering

Utilities in all four Northwestern states offer net metering
programs, which make it easy for customers to install solar
electric systems at their homes or businesses. In a net
metering program, custemers feed excess power generated by
their sotar equipment during the day into the utility’s electrical
grid for distribution to other custorners. Then, at night or other
times when the customer needs more power than their system
generates, the building draws power back from the utility grid.

Net metering allows customers to install solar equipment
without the need for expensive storage systems, and without
wasting extra power generated when sunlight is at its peak.
Such programs also provide a simple, standardized way for
customers to use solar systems while retaining access to
utility-supplied power.

Most net metering programs keep track of power generation
and consumption using only the electric meter aiready
connected to the customer’s buitding; the meter fiterally runs
backward when power is being fed from the solar system into
the grid, and then runs forward again when power is drawn
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from the utility grid. The customer is billed only for the net
amount of electricity that is drawn from the utility. Some
utilities may even go further, such as Orcas Power and Light in
North Puget Sound, Washington, which offers customers a half
cent above the retail price for power they generate from solar.

Net metering works well with the latest generation of PV
systems, which have sophisticated electronic power controls.
Modern PV systems provide electricity exactly matched to the
utility’s voltage and frequency, and they shut off automaticalty
when the utility power suppiy fails, so they pose no risk to
electric line repair crews.

Under new laws, net metering is available from utilities
throughout Oregon and Washington, and utilities in most of
Montana offer it as well. Idaho Power and Washington Water
Power offer net metering in Idaho in accord with a Public
Utilities Commission rule.

Incentive Programs in the Northwest

Every state in the Northwest offers incentives for solar energy
development. Oregon and Idaho offer low-interest loans and
substantial tax credits for solar systems bought by businesses,
individuals or governments. Oregon and Washington offer
technical assistance for setting up solar systems, and Montana
and Oregon exempt non-commercial solar systems from
property tax assessment. Many local utilities also provide
incentives. For example, some Oregon utilities offer technical
assistance, no-interest foans and cash discounts for solar
water heating systems; the Washington State University
Energy Extension offers a 25 percent rebate for off-grid solar
systems; the City of Olympia offers one for on-grid systems;
and the Okanagan electric co-op sells solar systems to
customers at cost.

Sources:

1. Power supply estimate assumes use of 1% of NW land area, with 13%
efficient panels and 4 kWh/m2 average insolation. Construction time from
Fourth North-west Conservation and Electric Power Plan, Northwest Power
Planning Councii (NWPPC), 1998, appendix FSO. Real levelized cost of energy
for PV and direct thermal based on capital cost, O&M, annual output and project
life given in "Solar Energy Systems for the Million Solar Roofs Initiative,"
NWPPC, June 1998, assuming 6.5% after-tax cost of capital and 2.5% general
inflation. Esti-mates do not include tax incentives or property taxes.

2. NWPPC Power Plan, op. cit. note 1. Germany's sunlight from How the
Narthwest Can Lead an Energy Revolu-tion, Atmosphere Alliance, 6/98, pg. 7.
3. "Real levelized cost” is a common way of comparing electricity from different
sources. All expected costs for the project- including equipment, finance
charges, maintenance and fuel - are cor-rected for inflation, amortized over the
life of the project and divided by the amount of electricity that will be produced
each year. Real levelized cost estimates are somewhat lower than actual
average costs because they factor out the effect of infla-tion,

4. Line extension costs from Bili Edmonds, PacifiCorp, 6/99 Comparison to
solar based on project parameters in note 1, assuming 1.5 kWa load,
$7,000/kWp installed cost for modules and batteries and 6¢/kWh retail price for
electricity. Other cost-effective uses from Photovoltaics: Advancing Toward
the Millenium, National Renewable Energy Laboratory, 1996. Sales volume and
prices from Woridwatch Institute.

S. NWPPC, op. cit. note 1

Graphics created by Matthias Fripp, 1999

| Geothermal | About RNP | Contact us | Home

www.rnp.org webmaster: Jeanifer J. Sargent. Last Updated 1/00
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Mr. CALVERT. Mr. Lepp, do you—

STATEMENT OF RAY LEPP, VICE PRESIDENT AND GENERAL
MANAGER, WESTERN REGION, BIRMINGHAM STEEL COR-
PORATION

Mr. LEpp. Thank you, Mr. Chairman.

My name is Ray Lepp. I'm Vice President/General Manager of
the Seattle division of Birmingham Steel. The steel plant is located
in West Seattle, just minutes outside of downtown.

The plant has been in its current location on Elliot Bay since
1905. It is a permanent fixture in the city’s landscape. In fact, vir-
tually every school, hospital, skyscraper, stadium, bridge, airport in
the Puget Sound area is made in part by the steel manufacturing
plant, and thus it helps to create Seattle’s landscape. We've also
provided the steel for the Bonneville power dams in the past.

Before I address the two energy-related questions, I'd like to
share a few things about our plant. Birmingham is a big recycler.
All of our feed scrap is recycled material. More than 16,000 junk
cars are recycled each month at the plant. Firearms from over 50
Puget Sound law enforcement agencies are melted down. We make
new steel from cans, discarded appliances, and other scrap metal;
thus we reduce solid waste destined for landfills and save energy
for natural resources.

Birmingham employs up to 300 skilled workers at the plant, sev-
eral of whom are third-generation employees who provide great liv-
ing-wage jobs to people who may not fit the high tech mold of to-
day’s economy. Our employee turnover is less than 1 percent. We're
an old industry but one that many people depend on.

Birmingham has invested over $145 million in the plant to ac-
quire this facility in 1991. We've invested in pollution control
equipment to reduce emissions, invested in noise reduction abate-
ment, and improved the landscaping.

The plan is one of the most efficient fuel manufacturing plants
in North America. Our environmental, community service, and em-
ployee safety programs have all been recognized with awards in the
last year.

Electricity is an integral part of our process. As such, Bir-
mingham requires a significant amount of electric energy to melt
scrap metal to produce rebar, angle bar, and other merchant bar
products that are used in construction.

Electricity is our number two cost at the plant; scrap metal is
our number one. So why do I share this information? It’s because
I feel you need to know that this plant is at risk of shutting down.
I need you to know that the steel industry is highly competitive.

With electricity being our second highest cost at the plant, these
costs can make or break us. Many of our competitors around the
country continue to have an advantage over us in this area. They
get their electricity at a lower cost, whether it be imports from
Utah or imports from China or Japan. The West Coast energy cri-
sis is threatening our economic competitiveness.

So the questions you've raised are indeed timely, especially in
light of Bonneville’s projected rate increases.

Birmingham’s electric facility, Seattle City Light, receives power
from Bonneville. And those costs are passed on to us from other
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rate payers. Seattle City Light has already increased our rates by
53 percent with an additional 47 percent projected increase coming
this July.

The lower rainfall, the low snowpack, and ESA restrictions have
hurt the region. But that’s one of the risks that one assumes, being
somewhat dependent on hydropower.

Bonneville is a great benefit to this region and one I'd fight to
preserve. I know that the latest rate filing is controversial, given
that it requires the aluminum companies to shut down for 2 years.
That doesn’t really seem right to me, but neither does the two-
tiered rate proposal of the aluminum companies.

In fact, Seattle City Light estimated that the two-tiered rate
would result in a cost increase to Birmingham Steel of roughly 6-
to $10 million a year. Such a shift, when added to the 53 percent
rate increases we've already had and the 47 percent July 1st,
would place Birmingham in a hopeless situation.

I'm not sure what the answer is, but as plant manager of the fa-
cility, it’s my responsibility and my duty to fight for and protect my
300-plus employees and 300 indirect employees.

What happens to your business if rates increase significantly?
Simply stated, Birmingham will close its doors, and 300-plus
employees will lose their jobs. A facility that employs several
second-, third- and fourth-generation employees simply will go
away.

No operator could sustain the type of increases with the rate in-
curred and operate this plant competitively among competitors who
aren’t faced with the same cost increases.

The only way we’ve survived this long is that several years ago,
before the current energy crisis, Birmingham faced its own crisis.
Our utility’s electric rates were threatening our competitiveness
and our viability.

We initiated discussions with our utilities to identify conserva-
tion strategies to reduce our load. Since that time, we’ve conserved
more than 10 percent by replacing equipment, reducing lighting,
and implementing other conservation strategies.

We believe we may be able to conserve an additional couple per-
cent, but beyond that, we can’t reduce demand without threatening
our process.

We compete with imports and facilities that aren’t affected, and
we remain competitive on the strength of our award-winning en-
ergy conservation and 35 percent water conservation over the past
18 months.

To conclude, I'm here to tell you, the members of the U.S. Sub-
committee on Water and Power, that this energy crisis is real, and
our clients cannot sustain these increases and stay in business.

Thank you for your time.

Mr. CALVERT. Thank you.

[The prepared statement of Mr. Lepp follows:]

Statement of Ray Lepp, Vice President and General Manager, Western
Region, Birmingham Steel Corporation

Good morning members of the U.S. Committee on Resources, Subcommittee on
Water and Power. My name is Ray Lepp, Vice President and General Manager of
the Seattle division of Birmingham Steel. The steel plant is located in West Seattle,
just minutes outside of downtown. The plant has been in its current location since



80

1905 and is a permanent fixture in the city’s landscape. In fact, virtually every
school, hospital, skyscraper, stadium, bridge and airport in the Puget Sound area
is made in part by the steel we manufacture at the plant, and thus, we’ve helped
create Seattle’s landscape.

Before I address the two energy-related questions you asked of me, I'd like to
share just a few things about the steel plant:

¢ Birmingham is a big recycler. All of our feed scrap is recycled material—more
than 16,000 junk cars are recycled each month at the plant, firearms from over
50 Puget Sound law enforcement agencies are melted down at the plant—we
make new steel from cans, discarded appliances and other scrap metal. Thus,
we reduce solid waste destined for landfills, and save energy and natural re-
sources.

Birmingham employs over 300 skilled workers at the plant, several of whom are
third-generation employees, and we provide great living-wage jobs to people who
may not “fit” into the high-tech mold of today’s economy. Our employee turnover
is less than 1%. We're an old industry, but one that many people depend on.
Birmingham has invested over $145 million in the plant since acquiring the fa-
cility in 1991—we’ve invested in pollution control equipment to reduce emis-
sions, invested in noise reduction abatements and improved landscaping—the
plant is one of the most efficient steel manufacturing plants in North America.
Our environmental, community service and employee safety programs have all
been recognized with awards in the last year.

Electricity is an integral part of the steel manufacturing process. As such, Bir-
mingham requires a significant amount of electric energy to melt scrap metal
to produce rebar, angle bar and other merchant bar products that are used in
the construction of roads and buildings. Electricity is our number two cost at
the plant—scrap metal is our number one cost.

So why do I share this information with you? I share this information with you
because I need you to know that this plant is at risk of shutting down. I need you
to know that the steel industry is a highly competitive industry, and with electricity
being our second highest cost at the plant, electricity costs can make or break us.
Many of our competitors around the country continue to have an advantage over us
in this arena—they get their electricity at a lower cost. Whether it be Nucor in
Plymouth Utah or imports from China . . . the West Coast energy crisis is threat-
ening our economic competitiveness.

So, the questions you've raised are indeed timely, especially in light of BPA’s pro-
jected rate increases. Birmingham’s electric utility, Seattle City Light, receives
power from BPA, so those costs are passed on to us and other ratepayers. Seattle
City Light has already increased our rates by 53% with an additional 47% increase
coming this July. The lower rainfall, low snowpack and ESA restrictions have hurt
this region, but that is one of the risks one assumes being somewhat dependent on
hydropower. BPA is a great benefit to this region and one that I'd fight to preserve.
I know that the latest rate filing is controversial given that it requires the alu-
minum companies to shut down for two years. That doesn’t really seem right to me,
but neither does the “two-tiered rate” proposed by the aluminum companies. In fact,
Seattle City Light estimates that the “two-tiered rate” would result in a cost in-
crease to Birmingham of roughly $6-10 million a year. Such a shift, when added
to the 53% rate increases we've already incurred and 47% rate increases proposed
for July 1st, would place Birmingham in a hopeless situation. I'm not sure what the
answer is, but as plant manager of this facility, it is my responsibility and my duty
to fight for and protect my 300 plus employees and 300 indirect contract employees.

What happens to your business if rates increase significantly? Simply stated, Bir-
mingham will close its doors and the 300 plus employees will lose their jobs; a facil-
ity that employs several second, third and fourth generation employees will simply
go away. No operator could sustain the type of increases we’ve already incurred—
a 53% rate increase already imposed and an additional 47% rate increase proposed
for July 1st—and operate this plant competitively when its competitors aren’t facing
the same cost increases. Add the latest increases to the estimated $6-10 million
“two-tiered rate” shift and there is no question that we would go out of business.

The only way we’ve survived this long is that several years ago, before the current
energy crisis, Birmingham faced a crisis of its own—our utility’s electricity rates
were threatening our competitiveness and economic viability. We initiated discus-
sions with our utility, Seattle City Light, to identify conservation strategies to re-
duce our load. Since that time, we’ve conserved more than 10% by replacing equip-
ment, reducing lighting and implementing other conservation strategies. We believe
we may be able to conserve an additional 2-3%, but beyond that, we cannot reduce
demand without threatening our manufacturing process. We compete with imports
and facilities that are not impacted by the West Coast energy crisis. We have re-
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mained competitive on the strength of our award-winning energy conservation and
35% water conservation efforts over the past 18 months.

How does it affect your employee’s production and your competitiveness? I believe
that I've already answered this—simply stated, production will decrease because we
can’t compete with competitors who aren’t experiencing the same cost increases.

To conclude, I'm here today to tell the members of the U.S. Subcommittee on
Water and Power, that this energy crisis is real and that this plant cannot sustain
these increases and stay in business.

Thank you for your time. I'm available to answer questions.

Mr. CALVERT. Dr. Anderson?

STATEMENT OF JAMES J. ANDERSON, ASSOCIATE PROFESSOR,
SCHOOL OF AQUATIC AND FISHERY SCIENCES, UNIVERSITY
OF WASHINGTON

Dr. ANDERSON. Thank you, Mr. Chairman.

I'm Associate Professor in the School of Aquatic and Fishery
Sciences at the University of Washington.

I've been working on Columbia River salmon and power issues
for two decades. They went by quickly.

I—the first time I presented before this Committee was in 1995.
At that time, the fish runs going up the Columbia were the lowest
on record. There were 10,000 fish that came back in the spring of
that year.

This year, we have 350-—370,000 fish that returned to the river,
plus the drought. That was a tremendous number of fish. In fact,
it’s a record since the time we’ve been keeping records, going back
to the ’30’s. We have more fish that have gone up the river this
year than ever before.

In my testimony, I show a couple of graphs that give you a visual
impact of what this is. This is completely unexpected, particularly
since in 1995, we were talking about taking out the dams. We
thought fish were going to be extinct in a very short period of time.

Why are these runs coming back right now? Well, what I was
saying back then—as many scientists who were believing and find-
ing through their data—there were great variations in the ocean
which are driving—is a major driving factor for the productivity of
these stocks.

So what I want to do is give you a little characterization of what
that variability is and then how the different actions we are taking
in the hydrosystem affect the survival of these stocks relative to
that variability in the ocean.

I present in my testimony a number of figures which show the—
the daily return of runs over 40 years of the major stocks into the
major regions of the—of the—of the basin. If you look at those,
what you find is there is a variability, a scale change. In the ’60’s
and ’80’s, the stocks were fairly high. In the ’70’s, in the ’90’s, they
were—they were low. And it appears again that the stocks are in-
creasing. Certainly this year and the last year, we’ve had some bet-
ter runs into the system, in general. And this year, we have a spec-
tacular run.

So we have a little reprieve from extinction, at the very—at the
very least. And what we need to do is, in short, to begin to use the
information that we have on the system so we can take a little load
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off demand off the hydrosystem and still be able to—to recover the
fish, still be able to generate electricity.

What this means is we have to use the information we have
available, and we have to use it in a rational manner. I don’t be-
lieve that we are doing—clearly, we are not doing as well as we
could with that.

Six years ago, we thought what we needed to do was take out
the dams. Now we realize that there is a multitude of factors.

What I want to do now is discuss the basic things that we do in
the hydrosystem: flow augmentation, spill, and transportation, in
fairness to the ocean, to give you kind of an idea of how this all
needs balance with each other.

There’s been a lot of studies looking at the relationship between
flow and survival. We find that survival—to plot the year-to-year
survival with the year-to-year flow, there is a relationship.

The higher—the wetter the water year, the more survival you
have going through the river; the more fish come back. If you look
within a season, if you see how the flow changes from the begin-
ning of the migration through the end, there is no relationship
we’ve been able to find in the hydrosystem between flow and sur-
vival.

We've talked about water augmentation. This does not affect
flow. It’s not a significant factor that we can show any impact. In
fact, it could be—in some situations, water augmentation warms
the system, and it could be detrimental to the fish.

The point on “spill” is spill has a very small impact. It has a the-
oretical impact. But compared to other measures we can take, it’s
very expensive and very ineffective. Transportation is the most ef-
fective way that we have to get fish through the river.

This year, we have—for every one fish—for every ten fish that
come back through in-river routes, we have 15 fish that come back
through transportation. The river transport studies show that this
is a good way to move fish; we should continue to do this.

Now, the final point I want to make is that the ocean is a factor.
It’s a big factor. In 1995, we had a quarter percent of the fish come
back. This year we have on the order of 2 to 3 percent. This is a—
a tenfold factor, in a relative sense, a thousand percent increase in
survival because of the ocean. Our hydrosystem factors, in a rel-
ative sense, might give us a 1 to 10 percent increase.

Now, my final point, then, if we understand and factor in what
the ocean does, we have some flexibility in how we operate the
hydrosystem. We don’t—I believe we do not have to make draco-
nian measures in the hydrosystem when ocean systems exist.

And I'll conclude my testimony with that.

Mr. CALVERT. Thank you, Doctor.

[The prepared statement of Mr. Anderson follows:]

Statement of James J. Anderson, Associate Professor, School of Aquatic
and Fishery Sciences, University of Washington

My name is James Anderson; I am an Associate Professor in the School of Aquatic
and Fishery Sciences at the University of Washington. My research over the past
two decades has involved Columbia River salmon and the influence of the
hydrosystem and climate on the survival and productivity of the stocks. I wish to
thank the Power Water Subcommittee for this opportunity to testify on the current
science and status of fish populations in the Columbia River system.
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Background

I first appeared before this committee in June of 1995 and testified on the state
of Columbia River salmon (Anderson 1995). That spring the salmon run in the Co-
lumbia River was the lowest ever recorded. In my testimony I explained how sci-
entists were finding that throughout the North Pacific marine populations were cor-
related with decadal-scale patterns of ocean temperatures and currents. I suggested
that the very low salmon populations were in part due to climate change. The young
salmon smolts were entering a warm ocean in which food was scarce and warm-
water predators were abundant. I concluded that the fate of the endangered salmon
was strongly determined by what happened in the ocean (See Anderson 2000 for
summary). At that hearing the committee also heard from witnesses claiming that
the fish were doomed to extinction unless the Snake River dams were removed. The
hearing encapsulated an ensuing scientific debate, reduced to whether the salmon’s
decline was nature’s fault or the dam’s fault.

Now, six years later the region is face with a near record drought, the value of
the water has raised the cost of salmon recovery to billions of dollars, and the larg-
est spring chinook run in 40 yrs has just returned to the Columbia. The question
is no longer whether the ocean is major contributor to population variations. The
question now is what is the real value of recovery measures in terms of fish sur-
vival. In my testimony I review the status of the stocks and the scientific informa-
tion on the effectiveness of current hydrosystem actions to aid fish survival.

Salmon population status

Returns of wild salmon are not yet available for this year, but the counts at dams,
which include both hatchery and wild fish, indicate a good year for 2001 following
on the good returns from 2000. Over 360,000 spring chinook passed Bonneville dam
this spring. On the peak day, twenty seven thousand fish passed Bonneville, which
is nearly three times the entire spring run in 1995. illustrates how incredible the
difference was between the two years. This year the run is five times larger than
the ten-year average. Last year 177,000 spring chinook returned, which was one the
largest run in 20 years.
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Figure 1. Daily Passage of spring chinook at Bonneville Dam in 1995 and 2001 (From DART).
Note the 1995 passage barely registers compared to the 2001 passage numbers.

Figures 2 through 8 show the daily counts of adult salmon returning to the Snake
and the mid—Columbia and put the recent runs in a historical context spanning 40
years. The Snake River chinook population was low in the early 1980s and through-
out thel990s. It increased in 2000, and this year the run was the largest on record.
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Figure 2. Daily passage of chinook into the Snake River Basin
The Snake River sockeye exhibited a decline in the early 1980s and reached near

extinction levels in the 1990s. However, the captive brood program and improved
ocean conditions are likely factors attributable to the small increase in 2000 ().
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Figure 3. Daily passage of sockeye into the Snake River Basin

Snake River steelhead population was low in the 1970s and has increased largely

through a hatchery program. Currently, the wild run is about 10% of the hatchery
run ().
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Figure 4. Daily passage of steelhead into the Snake River Basin

In the Mid-Columbia, the chinook were also low in the 1970s, but have improved
over the last two years presumably because of improving ocean conditions ().



85

Daily Passage Aduit Chinook Passage at Priest Rapids Dam
46007
3BA0T
27807
18407
) T T T T T
112 8r12/68 302478 1113481 Bi15/88 112585 123101

Figure 5. Daily passage of chinook into the Mid-Columbia Basin
Mid-Columbia sockeye returns were low in the1990s but improved in 2000 ().
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Figure 6. Daily passage of sockeye into the Mid-Columbia Basin
The mid-Columbia steelhead run has been small for 40 years. It was especially

low in the mid 1990s and increased in 2000. The run is essentially maintained as
a hatchery program ().
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Figure 7. Daily passage of steethead into the Mid-Columbia Basin

The passage of chinook at McNary Dam characterizes the total Snake and Colum-
bia River runs. Note the double peak each year. The first peak represents the Snake
River spring chinook and the second peak is mostly composed of Hanford Reach fall
chinook. The total run was low in the 1970s and the 1990s. Again, this year’s return
is the highest in the record ().
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Figure 8. Chinook passage at McNary Dam

Finally, to put the 2001 drought into perspective, the daily flow at McNary Dams
between 1962 and 2001 is illustrated in . Three significant droughts have occurred:
1973, 1977 and 2001. In these years the spring runoff peak is essentially missing
from the daily record.
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Figure 9. Daily Flow at McNary Dam

Several general characteristics are noteworthy in these records. First, the returns
represent both hatchery and wild stocks with wild fish dominating the runs in the
early part of the record and hatchery fish dominating in the recent years. Second,
the records demonstrate that salmon populations vary on decadal scales and be-
tween years. Stocks were generally higher in the 1960s and 1980s and lower in the
1970s and 1990s. Year-to-year variations in all stocks are considerable. It is not un-
common for a stock to increase or decrease by a factor of two to three from one year
to the next.

Status of Salmon Science

In my testimony six years ago I presented information that the ocean was a sig-
nificant factor in determining the survival of salmon populations. This hypothesis
was not controversial to many ecologists, but it was largely ignored by Columbia
River fishery managers, who attributed the decline of the stocks to the hydrosystem.
Today, with six additional years of research coupled with a significant change in the
ocean there is acceptance that the year-to-year and decadal scale variations typified
in the figures above cannot be attributed to any single factor; be it the ocean cur-
rents, sea surface temperatures, coastal winds, river flows, or dam operations. Be-
cause many factors are beyond our control, fishery managers have focused on
hydrosystem operations as primary recovery measures: flow regulations, river tem-
perature regulation, and dam operations. The strategy assumes that managing the
hydrosystem within specified physical standards will improve fish survival and fa-
cilitate fish recovery.
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However, because of the increasing value of the water and concerns as to the ef-
fectiveness of control measures, the strategy of operating the hydrosystem according
to physical standards alone is not sufficient. Managers need to base the physical ac-
tions in terms of the resulting biological impacts on the salmon and especially in
terms of survival. The effectiveness of actions needs to be put in the perspective of
their contribution to the overall life history of the fish. I will briefly discussion the
major hydrosystem actions and their effectiveness.

FLOW AUGMENTATION

A significant question during this drought concerns the effectiveness of flow aug-
mentation in improving fish survival. To address this question it is important to
first realize that a relationship of seasonal flow and smolt survival within a year,
or a relationship of flow and survival between years, does not imply flow augmenta-
tion will increase survival. Flow augmentation is produced by scheduled releases
from storage reservoirs and by limiting municipal and agricultural withdrawals.
Flow augmentation does not change the yearly averaged flow; it only reshapes the
runoff over the season. Flow augmentation has a small and variable impact on the
natural seasonal flow, temperature and turbidity, because the natural patterns are
driven by the unregulated tributary runoff while flow augmentation is mostly from
storage reservoirs.

Based on flow and smolt survival research, a relationship has been found between
yearly-averaged flows and the survival of chinook and steelhead passing through the
hydrosystem. However, the same research demonstrates that seasonal flows are not
correlated with hydrosystem survival. Because flow augmentation makes up a small
portion of the seasonal flow, it too is not correlated with smolt hydrosystem sur-
vival.

A relationship between seasonal flow and survival of fall chinook migrating from
Hells Canyon to Lower Granite Dam has been observed in studies. Here again, the
contribution of flow augmentation to this seasonal flow is small and the potential
impact on survival is not measurable. Furthermore, there is a reasonable possibility
that flow augmentation from the Hells Canyon dam complex may in some years de-
crease fish survival (Anderson, Hinrichsen and Van Holmes 2000). The research in-
dicates that the natural seasonal patterns of flow, temperature and turbidity are
correlated, so simple correlations any of these variables with smolt survival does not
identify which one may affect survival. Based on fish bioenergetics, increased tem-
perature will increase smolt mortality and since water releases from Hells Canyon
can increase the Snake River temperature, augmentation can increase mortality.
Furthermore, in these studies fish travel time was uncorrelated with flow, so it has
no effect in reducing smolt exposure time to predators.

Simply put, flow survival studies conducted over 8 years indicate that the impacts
of flow augmentation on smolt survival are not measurable at best, may be neutral,
and in some situations may decrease survival. Potential impacts of flow augmenta-
tion on survival can be estimated with models. However, the benefits were not esti-
mated in the NMFS Biological Opinion.

DAM PASSAGE AND SPILL

Studies on smolt dam passage indicate benefits for smolts passing dams in spill
water compared to passing through bypass systems and turbines. However, recent
model analyses show the benefits of spill are small. Not spilling at Columbia River
dams this year decreases the total passage survival of Snake River smolts from
about 50% to 49%; a difference of 1%. The net change for Mid Columbia smolts is
about 10% and for lower Columbia River smolts is about 3% (NWPPC 2001).

Considerable progress has been made on identifying the impacts of hydrosystem
operations on the upstream migration of adult salmon (Bjorn et al 2000). Of concern
is the effect of spill. Periods of high spill appear to delay salmon passage and in-
crease fall-back across the dams.

TRANSPORTATION

The vast majority (80 to 98%) of salmon smolts from the Snake River reach Bon-
neville tailrace in barges. Ninety-eight percent of the fish survive the barge trip, but
after release the fish die at a higher rate than smolts that have arrive at Bonneville
tailrace via in-river migration. If this differential mortality of transported fish rel-
ative is equal to the mortality of smolts passing through the river, then barging has
no benefit over in-river passage. In normal and low water years it is believed that
barging is better for Snake River salmon and this is the preferred strategy for this
year. Barging mid—-Columbia salmon is less effective because the fish must migrate



88

through several of dams before they reach McNary Dam, from which can be trans-
ported.

Ultimately the efficacy of transportation depends on the level of differential mor-
tality. Few reliable estimates are available and it appears to vary between species,
over the season, and from year-to-year. Furthermore, the reason why transported
fish die at a greater rate than fish that have passed through the hydrosystem is
unclear. Hypotheses, focusing on stress in transportation, suggest it may be possible
to improve the transportation system, making it the preferred passage route.

OCEAN EFFECTS

Over the past six years a number of studies have correlated ocean variables and
marine populations. For example, Alaskan and west coast salmon have an inverse
relationship with decadal scale cycles in ocean currents and temperatures (Hare,
Mantua and Francis 1999). Between 1977 and 1998 ocean conditions, characterized
by the Pacific Decadal Oscillation (PDO), favored Alaskan salmon and were detri-
mental to west coast salmon. In 1998, the PDO reversed and correspondingly west
coast salmon stocks increased while many Alaskan stocks declined. Studies in the
Oregon coastal waters confirm a recent and significant increase in the abundance
of salmon food (Peterson 2000). An article in the Seattle Times noted “This is the
third spring in a row that scientists working out of Newport have encountered a
fertile Pacific, a trend that began in one of the wettest Northwest years on record
and has continued even as onshore weather patterns this year set the stage for a
severe drought (H. Bernton, Seattle Times staff reporter, May 09, 2001)
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Figure 10. A one-hundred year record of the "Pacific Decadal Oscillation" (PDO).
Positive values indicate a warm ocean; negative values indicate a cool ocean. Major
changes in northeast Pacific marine ecosystems correlate with phase changes in the PDO;
warm eras have seen enhanced coastal ocean biological productivity in Alaska and
inhibited productivity off the west coast of the contiguous United States, while cold PDO
eras have seen the opposite north-south pattern of marine ecosystem productivity (From
hitp://www.atmos.washington.edu/~mantua/).

COMBINED EFFECTS OF OCEAN AND HYDRO OPERATIONS ON SALMON

An important step in setting hydrosystem performance standards and selecting
recovery actions is to recognize and adjust for the considerable influence that ocean
and climate cycles have on salmon populations. The improved ocean conditions over
the past three years have benefited both wild and hatchery stocks and are a major
factor in the record returns of spring chinook. The data suggest ocean factors out-
weigh the effect of hydrosystem operations. Comparing smolt to adult survival from
the 1995 outmigration to the 1998 and 1999 outmigrations, the survival has in-
creased from 0.25% in 1995 up to about 2% in 1998-1999 period. This 1000% in-
crease in relative survival can creditably be attributed to the increased productivity
in the ocean. In comparison, the relative change in survival with spill and flow aug-
mentation have been estimated to be on the order 1 to 10%. This comparison to the
poor conditions in the mid 1990s is relevant because virtually all estimates of salm-
on extinction and recovery probabilities assume the ocean remains in the extreme
poor state of the 1990s.

A recent paper on recovery options concluded that even dam breaching would not
recover the stocks under the conditions that existed for brood years 1990-1994
(Kareiva, Marvier, McClure 2000). However, the paper did not mention that the
years used in the analysis represented some of the warmest years on record (See
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the PDO in ). If the analysis were revisited, including both good and bad ocean con-
ditions, the conclusions would be significantly different. In fact, an analysis in the
Plan for Analyzing and Testing Hypotheses (PATH) demonstrated that with a re-
gime shift back to cool ocean conditions, the stocks would recover without changes
to the hydrosystem (Marmorek, Peters, Parnell 1998). The majority of PATH partici-
pants rejected this hypothesis as unrealistic, with little chance that the smolt-to-
adult survival could rise above 1%. However, the recent shift in the ocean follows
the analysis assumptions, and if the ocean survival persists through this decade, the
PATH analysis suggests the stocks would recover without aggressive the
hydrosystem operations. However, most analyses on salmon recovery to date con-
sider scenarios that require draconian measures to save the stocks from extinction.
Conspicuously absent are analyses that include ocean cycles.

I am not suggesting that salmon will recover irrespective of societal efforts. Such
a stance would be irresponsible. But to implement performance measures without
regard to their benefits in relationship to the status of the ocean is equally irrespon-
sible. Science, in service of salmon recovery and management, must assess the im-
pacts of physical actions in terms of their biological effects on the stocks. The
science must quantify biological performance through monitoring, and where the
data is insufficient, through biologically realistic models. Furthermore, the science
must seek to understand the mechanisms by which the environment affects salmon
survival.

The improved ocean conditions give salmon a temporary reprieve from extinction.
But, eventually the ocean will warm again and with or without a drought, the com-
peting demands for the water will be great. If we continue to increase our under-
standing of salmon ecology and if we begin to realistically assess the benefits of re-
covery actions, we may be able to meet the coming challenge. However, if we forgo
learning and disregard quantified analyses in making decisions, salmon manage-
ment could face a failure of public trust and salmon recovery would be jeopardized.
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STATEMENT OF ROBERT G. WALTON, ASSISTANT MANAGER,
PUBLIC POWER COUNCIL

Mr. WALTON. Thank you, Mr. Chairman, members of the Sub-
committee.

Thank you very much for this opportunity to testify about job
management and energy availability in the Pacific Northwest.

My name is Robert Walton. I'm the Assistant Manager of the
Public Power Council, a regional association representing the con-
sumer-owned utility customers of BPA.

Our members include municipal and cooperative utilities and
PUD’s in five states. You've mentioned Snohomish PUD, Tacoma
City Light, Eugene Water and Electric Board. Those are some of
our members.

I submitted written testimony to you, including analysis by the
Northwest Power Planning Council staff on the power supply situa-
tion and the biological impact of reduced spill.

I'd like to depart from those written comments in my 5 minutes
and summarize my perspective on the short- and long-term issues
that we face.

In the short term, as many of the speakers have described, the
drought has put tremendous pressures on the Federal agencies in
the region. I see a tug-of-war, which is pretty clear, over the issue
dozzer, which is how to use the water in the Columbia River this
year.

Pulling in one direction are the fish advocates. And you've heard
from the Yakima tribal leader, Randy Settler, today. And there are
others who argue that we should support the out-migrating smolt
by spilling water—spill—spill water, to implement the Endangered
Species Act, the Federal trust and treaty responsibilities, and non-
tribal harvest.

Pulling in the other direction are members of the power commu-
nity and many members of the—the economic sector in the region.

Mr. DeFazio said earlier that the public won’t tolerate an unreli-
able power system; this isn’t India. That’s exactly why we’re argu-
ing against spill this year. Many people consider the water in this
drought, in this energy crisis too valuable to spill.

And some of the evidence suggests that the biological benefits
from spilling this year are not sufficient to warrant the high cost.

As Dr. Anderson suggested, we have a record run this year of
spring chinook. And it’s interesting to note that the harvest rate
on the salmon in the river—which includes the nonlisted and the
listed species—has gone up this year from 9 to 15 percent.

So in our written comments, PPC supports the declaration of
emergency—the—operating the Federal system to meet load sup-
porting—supports the criteria to maintain a reliable system and
Wougddsupport the extraordinary measures that Mr. Wright de-
scribed.

We certainly support the responsibility of the power system to
mitigate the impacts that the dams have on fish and wildlife.

In the longer term, I'd like to offer my perspective on some fail-
ures that I see interestingly in common between energy policy and
salmon management policy. I think both can be described as being
stuck in the middle between alternative courses of action.
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The result in both salmon and energy policy is irrational deci-
sions that are being made that take us in neither direction.

I'd like to quote from—from my written testimony from a passage
that was published in May 1994 by the first National Marine Fish-
eries Service Recovery Team, the so-called “Debbon” (phonetic)
team—quote, “There is no directed authority or accountability to
ensure effective management of the overall system.”.

By the way, they’re talking about fisheries’ management, but I'd
like you to think in terms of both fish and power.

The bottom line is a classic situation. Among a myriad of agen-
cies and interests, no one, really, is in charge. Institutional, juris-
dictional, state, and Federal boundaries make rational overall fish-
eries management decisions impossible. Each agency has its own
area of designated authority and responsibility and gets its own
funding and sets its own goals, leading to its own special projects
and agenda, all of which are budget-dependent.

It seems to me in the fish arena, we have a—we’re stuck in the
middle between two potential salmon management strategies. One,
as advocated by National Marine Fisheries Service, would have us
manage their tiny populations of naturally spawning native wild
fish. If so, it seems to me that there’s a very difficult opportunity—
chance that the Federal agencies will be able to meet their—their
obligations to provide harvest to the tribal and nontribal fishermen.

If this continues to be our salmon policy, it’s hard to justify kill-
ing these salmon for fun and profit. As an alternative, they could
manage for the state-of-the-art use of artificial production hatch-
eries to produce the kind of fish that can spawn naturally or in
hatcheries to try to build the fish runs that are capable of harvest.

On the energy side, I don’t think I need to tell members of the
Subcommittee—you've already stated it very eloquently today—
we're stuck in the middle between a regulated system that had a
clear assignment of responsibility, a clear obligation to serve, a
clear obligation to maintain reserves, a clear obligation to keep the
rates down and, on the other side, as some people have described
it, the genius of the marketplace, with a deregulated system. We're
stuck in between the combination of both the—the—the power and
the fish policies—is that the regional execs are being asked to
make decisions right now in the short term—spill or not spill—
when, in fact, the long-term policies behind both fish and power
strategies, in my mind, are not clear enough to lead us to long-term
success.

Thank you.

Mr. CALVERT. Thank you.

[The prepared statement of Mr. Walton follows:]

Statement of Robert G. Walton, Assistant Manager, Public Power Council

Mr. Chairman, Members of the Subcommittee: thank you very much for this op-
portunity to testify about Drought Management and Energy Availability in the Pa-
cific Northwest. These are very timely and important subjects for the Subcommittee
to consider and I appreciate your interest and attention.

My name is Robert Walton. I am the Assistant Manager of the Public Power
Council (PPC), a regional association representing the consumer-owned utility cus-
tomers of the Bonneville Power Administration (BPA). PPC’s members include mu-
nicipal and cooperative utilities and public utility districts (PUDs) in 5 states. These
consumer-owned utilities purchase power and/or transmission from BPA and pro-
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vide the largest share of BPA’s income, which is used to fund BPA’s treasury pay-
ments and the fish and wildlife program, along with other programs and obligations.

As the entities that pay the bills, we have a direct interest in scrutinizing BPA’s

operations and expenses regarding power generation and fish and wildlife mitiga-
tion. But as consumer-owned utilities, we do not merely seek to keep the lights on
and reduce costs. We also reflect our customers’ interest in a healthy environment
with thriving fish and wildlife populations. What we seek is cost-effectiveness, pro-
gram accountability and demonstrable results.

My testimony today addresses two issues.

» How will Federal agencies operate the Federal Columbia River Power System
(FCRPS) this year: spill water over dams to increase survival of salmon or use
that water to maintain a reliable electrical power system?

¢ General concerns about a lack of accountability in the management of salmon
and electrical reliability.

PPC’s Recommendation to the Federal Agencies Regarding Operation of the
Columbia River

PPC commends the Federal agencies for assigning top priority to maintaining
power system reliability and public safety. We recommend the agencies continue to
utilize the provisions in the Biological Opinion that allow for emergency operations
of the Federal Columbia River Power System.

In particular, PPC supports the declaration of a power emergency and continued
implementation of the April 13 draft operating plan for the Federal Columbia River
Power System (FCRPS). (See letter to BPA Acting Administrator Steve Wright on
May 10, Attachment A.) Although the Biological Opinion calls for extensive “spill”
to aid salmon migration, the draft operations plan determines the amount of water
spilled for fish based on the volume forecast for water runoff in the system. Due
to the extremely low runoff forecasts to date, the Federal agencies would not spill
any water this year under the current criteria.

Top Priority for Water Stored in the FCRPS Should Go to Maintaining the
Reliability of the Pacific Northwest Power System

The Federal agencies have established criteria to ensure the region can meet
power demand in the near term and next winter. For example, criterion 2 in the
Federal agencies’ operating plan established a goal of maintaining a 5% loss of load
probability in future months. PPC supports this criterion, but is troubled that the
drought and West Coast energy situation may make it impossible for the agencies
to maintain that level of reliability. In fact, the region is working hard to maintain
a reliability in the 20% to 26% range. To PPC, a 20% chance that the region would
fail to meet load this winter is not consistent with a reliable power system.

Faced with a goal of 5% loss of load probability and analyses that indicate a 20%
or higher loss of load probability, PPC concludes that the prudent course of action
for the Federal agencies is to store as much water as possible in the FCRPS to meet
future load.

Without the declaration of a power emergency and implementation of the current
operating plan, the Federal agencies would be forced (under the 2000 Biological
Opinion) to spill water over the dams instead of running it through the generators.
The Northwest Power Planning Council has estimated (see Attachment B) that this
water, if run through the generators, would produce over 6600 mw-months of energy
in the Federal system. PPC supports the conclusion reached by Council and BPA
staff that the loss of this amount of energy would do serious harm to the region’s
energy supply, increasing the risk of blackouts in the Northwest.

PPC’s member utilities are participating, along with Investor—Owned Utilities, the
Governors and many others in the region, in a widespread effort to reduce electrical
load and increase electrical generation. There are some signs of progress in these
efforts. The potential consequences of a power system failure in the middle of win-
ter, however, are so onerous that PPC urges the Federal agencies to err on the side
of ensuring the reliability of the power system.

The Impact that Spilling Water would have on the Economy of the Pacific Northwest

In addition to reducing power system reliability, spilling large amounts of water
would cost the region a lot of money. The Council estimated the value of power that
could be generated if spill were eliminated to be more than $ 1 billion (see Attach-
ment B). These are costs that would ultimately be borne by the region’s ratepayers.

BPA’s utility customers face the prospect of a wholesale rate increase this October
estimated to be between 80% and 250% over current levels. The impact of such an
increase could have devastating impacts on the region’s economy, resulting in the
loss of thousands of jobs and economic harm to the region’s residential customers.
If Federal agencies were forced to spill water for fish, the additional costs would add
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to the size of the rate increase, resulting in additional economic displacement in the
region.

The Impact that Elimination of the Spill Program this Year would have on Salmon

BPA’s customers understand and support the obligation to mitigate for the impact
of the dams on fish and wildlife in the Columbia Basin. However, we haven’t always
supported the specific measures that have been implemented. The power industry
has been skeptical about the biological benefits of flow augmentation and spill for
years. In times of high energy prices, the cost-effectiveness of spilling water to in-
crease survival of juvenile salmon has been particularly suspect.

PPC’s decision to support elimination of spill this year is based in large part on
recent preliminary analyses by the Power Planning Council Staff (see Attachment
C). Using a National Marine Fisheries Service (NMFS) model and data, the Council
analyses suggested that relatively few adult salmon would be lost as a consequence
of eliminating the 2001 spill program. One of the major reasons for this is the fact
that NMFS has decided to put most of the fish in barges, not left in the river this
year. The analyses suggested that elimination of spill would cause a modest de-
crease in survival of the juvenile fish in the river, but the impact on the entire out-
migration was only a few percent. After considering the low ocean survival of these
fish, the analyses suggests the impact of eliminated spill would result in the loss
of a relatively small number of adult salmon.

A number of scientists for fisheries agencies and tribes have criticized the Council
staff’s preliminary analysis. Some of their criticisms may have merit, but even if the
preliminary analyses are off by an order of magnitude or more, point seems to be
the same: we could significantly reduce the reliability of the region’s power supply
and increase the cost of electricity in the current situation, but save a relatively
small number of salmon in the process. From a power system perspective, it would
?e imprudent to spill water this year, given the apparent ranking of costs and bene-
1ts.

Who is in Charge of Keeping the Lights on and Managing the Salmon?

In May, 1994, seven experts appointed by NMFS released their report entitled:
“Snake River Salmon Recovery Team: Final Recommendations to National Marine
Fisheries Service.” In the report (page III-1), they stated:

There is no directed authority or accountability to ensure effective manage-
ment of the overall system. The bottom line is a classic situation: among
myriad agencies and interests, no one really is in charge. Institutional, ju-
risdictional, state and Federal boundaries make rational overall fisheries
management decisions impossible. Each agency has its own area of des-
ignated authority and responsibility, gets its own funding, and sets its own
goals—leading it to its own special projects and agenda, all of which are
budget dependent. For example, in the early 1980s, the NPC developed a
water budget with hopes that rigorous data would be collected to test and
enhance its effectiveness. For more than a decade, the critical data have not
been collected.

Unfortunately, this six year-old quote still rings true in 2001, but now it also
seems to make an important point regarding the management of electrical power
as well as salmon resources.

As the Pacific Northwest and the West Coast face increasing challenges to main-
tain electrical power system reliability, the quote from the recovery team applies:
no one is in charge of keeping the lights on. That is, no single entity or person is
has the responsibility to ensure that the lights stay on in the region and along the
West Coast. BPA, NMFS and other Federal agencies are making decisions to gen-
erate or spill on the Columbia River, but they don’t have responsibility for all the
electrical power control areas in the region. Neither FERC nor the Department of
Energy appears to have clear responsibility to maintain a reliable power system. In-
dividual utilities may have an obligation to serve, but not beyond their service terri-
tories. Certainly the independent power producers don’t have a responsibility to
keep the lights on.

Regarding the management of salmon, the Endangered Species and Northwest
Power Acts, trust and treaty relationships to tribes, international treaties and other
statutes all apply to the Federal agencies. As the recovery team stated in May,
1994, no one entity has taken charge of managing the salmon resource. One result
of this situation is a failure to establish clear goals or a definition of success in
terms of salmon recovery.

We would like to offer one example of the current situation. It is a fact that the
number of salmon and steelhead species listed under the Endangered Species Act
in the Northwest is increasing, and some of those species are in serious decline.
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However, a significant portion of ratepayer money directed at salmon recovery over
the last 20 years has been spent on developing a huge hatchery program. The re-
sult? This year’s return of spring chinook above Bonneville Dam is the largest in
over 60 years, but most of the fish are of hatchery origin. As the following graph
shows, this year’s return is about five times higher than the ten-year average.
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This large number of salmon ought to be good news, but it isn’t exactly a success
story, because there is no way to harvest the hatchery fish without killing fish pro-
tected by the Endangered Species Act. As a result, salmon managers are faced with
the choice of either killing the hatchery salmon to keep them from spawning (as-
suming they can identify the hatchery salmon) or having them spawn in the same
waters as the protected salmon and thereby changing the genetic makeup of the
protected salmon. This is one of several consequences of a failure to establish clear
lines of responsibility.

PPC would like to participate in and support a reliable and affordable electrical
power system as well as a successful salmon rebuilding effort. Without clear lines
of responsibility and accountability, however, success is much harder to achieve.

Thank you for this opportunity to testify before your Subcommittee.

ATTACHMENT A

May 10, 2001

Mr. Stephen J. Wright, Acting Administrator
Bonneville Power Administration

905 N.E. 11th Avenue

Portland, OR 97232

RE: To Spill or Not to Spill

Dear Steve:

The choice of whether to spill at Federal dams in May forces the Federal agencies
to manage competing risks. PPC believes the agencies should continue to assign top
priority to maintaining power system reliability and public safety.

Specifically, PPC believes that the agencies should continue to operate the Fed-
eral Columbia Power System pursuant to the declared power emergency and imple-
ment the criteria in the April 13 Draft Plan. The criteria in the plan are objective
and reasonable, especially in light of the substantial risk that BPA will not be able
to meet its power obligations.

Grant PUD recently asked FERC to approve a temporary emergency variance of
the interim spill requirements at Grant’s projects. Specifically, Grant makes this re-
quest so that the District can make that generation available for critical regional
energy needs, for the purpose of displacing generation at other hydro projects where
spill may be more effective in passing fish this year than at the District’s Priest
Rapids Project and/or for the purpose of facilitating other power and fishery meas-
ures in this unusual low water year.
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At this point, PPC sees the Grant proposal as the only compromise available to
the Federal agencies in their attempt to balance in-river survival with power system
reliability. Therefore, PPC supports the proposal—if it is approved by FERC.

We appreciate your efforts to implement the criteria in the April 13 Draft Plan
while looking for ways to minimize costs and risks to ratepayers.

Sincerely,

C. Clark Leone
Manager

ATTACHMENT B

EXECUTIVE SUMMARY

The ongoing drought has focused concerns about the adequacy of the region’s
power supply for the coming summer, fall and winter. Operational strategies for the
Columbia/Snake river hydropower system are a key component of managing through
this year with the objectives of:

 Satisfying electricity demand through this spring and summer;

¢ Achieving reasonable summer flows for salmon migration;

¢ Not significantly worsening fall and winter reliability and the ability to meet

Biological Opinion (BiOp) reservoir target elevations in 2002; and

¢ Limiting the impacts of wholesale power purchase costs on the region’s economy

and the financial condition of the region’s utilities.

To assess the options available to the region, the Council has analyzed several al-
ternatives for the operation of the power system over the coming year. The analysis
was done in two stages. The first focused on this spring and summer for two water
scenarios—1977 water and 1944 water. These years bracket the current runoff vol-
ume forecast for 2001. For each of these water years, several operating strategies
were evaluated. They include: running the hydropower system to the Biological
Opinion constraints for spill and flows; maintaining spill while drafting the system
deeper to meet loads; and three strategies that involve significant reductions in spill
combined with limited use of deeper drafts, with the objective of achieving BiOp res-
ervoir elevations by the end of August. The analysis looked at such metrics as the
amount of curtailment that could be experienced, the cost of purchased power to ad-
dress any curtailment, end-of—~August reservoir elevations, and spring and summer
flows.

The second stage of the analysis focused on the operation of the system through
the fall and winter with the starting elevation of the reservoirs in September being
the primary variable. This analysis was done probabilistically with uncertainty
about fall and winter water conditions, temperatures and forced outages of thermal
units. The analysis looked at the probability and magnitude of load loss during the
winter period and April 2002 reservoir elevations.

The conclusions drawn from this analysis are:

¢ Operating the hydropower system to the BiOp targets for spill and flows would

lead to either significant curtailments and/or very large purchased power costs
this summer.

¢ Operations this spring and summer that leave reservoirs at the end of August

at elevations significantly below BiOp elevations expose the region to signifi-
cantly increased probability of power supply inadequacy next winter. In addi-
tion, such operations would result in a significant probability that April 2002
reservoir elevations will be well below BiOp elevations, thereby reducing spring
flows for salmon.

¢ The only alternatives we see that both avoid curtailments and/or large pur-

chased power costs this summer AND return reservoirs to BiOp elevations by
the end of August involve substantial reduction in spill and limited drafting of
reservoirs beyond BiOp elevations. Reductions in spill can be restored by pur-
chases, reductions in load and additional generation. Alternatives that signifi-
cantly reduce spill have the additional advantage of reducing market prices this
summer and bringing additional income into the region in the form of dollars,
returned energy next fall and winter, or both.

¢ Decisions need to be made now, but they can be revisited periodically as the

spring and summer unfold. The spill season begins in April. By that time, we
will have relatively little additional information about how the rest of the spring
and summer are going to unfold. From the power supply standpoint, a prudent
approach would be to significantly reduce spring spill. If conditions improve
through the spring, it may be possible to restore some spill. If, instead, we were
to opt to maintain spill or reduce it only slightly in the spring and if conditions
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do not improve, that spill energy would be lost to the system and would neces-
sitate more stringent and potentially very expensive measures later on.

¢ The potential for power supply problems this summer and next winter and the
probable high cost of power call for continued and increased attention to imple-
menting load reduction, conservation and new generation.

INTRODUCTION

The runoff forecast for 2001 continues to degrade. The January-through—July fore-
cast released March 15th is 57.6 million acre feet (MAF) at The Dalles Dam. ! The
mid-March forecast for runoff volume at The Dalles compared with the eight lowest
years in the 60-year historic record is shown in Figure 1. The most often quoted
forecast assumes 75 percent of normal precipitation for the last two weeks of March
and 100 percent of normal precipitation from April 1st on. However, alternative
forecasts are made for higher and lower percentages of normal April-July precipita-
tion. As Figure 1 shows, if the April through July precipitation is 75 percent of nor-
mal, the runoff volume would be less than the 1977 volume, the lowest on record.
While National Weather Service personnel to whom we have talked do not believe
April through July precipitation that is 50 percent of normal is very likely, the pos-
sibility of runoff as low or somewhat lower than 1977 is quite possible.

Figure 1
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These conditions raise obvious concerns about whether the Northwest power sys-
tem can meet loads through this summer and next winter and satisfy the other de-
mands placed on it.

Objectives

In view of the very poor water conditions facing the region and the continuing
power crisis in California, the Council has undertaken an analysis with the objective
of identifying strategies that:

» Satisfy electricity demand through this spring and summer;

¢ Achieve reasonable spring and summer conditions for salmon migration, given

the circumstances;

* Do not significantly worsen fall and winter reliability and the ability to meet

Biological Opinion reservoir target elevations in 2002; and

¢ Limit the impacts of wholesale power purchase costs on the region’s economy

and the financial condition of the region’s utilities.

1The April “early bird” forecast has come in at 55.7 MAF.
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Tools

The tools that the region has at its disposal to meet these objectives are:

* Use of “emergency” hydro. Emergency hydro is defined as additional energy that
can be generated by drafting reservoirs below elevations intended to increase
the likelihood of meeting spring and summer BiOp flows for salmon. The risk
in using emergency hydro is that we may take reservoirs so low that summer
flows are affected and end-of-August elevations have a significant adverse effect
on fall and winter reliability.

Reducing spill. Spill is water that is passed over the dams, not passed through
turbines. Consequently, spilled water produces no energy. Spill is an element of
the BiOp and is also an element of the FERC-sanctioned agreements governing
the operation of non-Federal projects on the Columbia. The risk in reducing spill
is the possible impact on survival of in-river downstream juvenile migrants. 2
Purchase of imported power. To the extent that we can purchase power, poten-
tial deficits can be reduced or eliminated and water can be retained in the res-
ervoirs. The availability and price of imports is problematic this year. Phys-
ically, there ought to be imports available in off-peak periods. However, this
year the price may be prohibitive. The costs of purchased power work their way
into retail rates with adverse impacts on the regional economy. In addition, Bon-
neville’s financial position is particularly vulnerable this year. High purchase
power costs could imperil Bonneville’s ability to make its Treasury payment and
maintain necessary operating reserves through the fall.

« Additional in-region “emergency generation.” Several utilities in the region have
or are in the process of installing emergency generation. These are typically
groups of diesel fuel or natural gas-fired reciprocating engines—“Diesel Farms.”
Others have turned to small, single cycle gas turbines, some older used units,
others new. In addition there is some ability to utilize existing industrial and
large commercial backup generation. These are relatively small in utility terms,
but can add up in aggregate. To the extent these units can be acquired and op-
erated at costs less than the cost of purchased power, they can offset expensive
purchases or use of the other alternatives. The downside is the potential air
quality impacts associated with these typically comparatively high emissions
units.

Voluntary or purchased load reduction. This can take several forms. One is in-
vestment in traditional conservation—the more efficient use of electricity. This
has the advantage of reducing electricity use while not impacting productivity
or lifestyle. Certainly a lesson of the past year is that sustained investment in
conservation is important. However, there is relatively little that can be imple-
mented by this summer. The other approach is curtailment—reducing or elimi-
nating some uses of electricity. This can be voluntary, such as elimination of un-
necessary decorative lighting and signage; turning off lights and appliances
when not is use, and so on. Or it can be purchased curtailment. The most promi-
nent example of this has been the aluminum industry, where most plants are
now being paid not to operate. The amount of the payment is less than the cost
of the power to serve them. This approach has other applications as in irrigated
agriculture and other industries.

ANALYTICAL APPROACH

In this analysis, the Council used its GENESYS model of the Northwest power
system. That model is described in detail in the Council’s March 2000 power supply
adequacy study.® GENESYS treats the region as a whole, but does simulate the
transmission constraints into the region and between the Eastern and Western
parts of the Northwest. Individual utilities or control areas are not modeled. The
region modeled included all of Montana, Oregon, Idaho, and Washington so that re-
sults could be directly compared with information from the Northwest Power Pool.
Regional loads were reduced to account for the recent reductions in direct service
industrial (DSI) load. It was assumed that there was approximately 500 megawatts
of DSI load still operating. Further reductions in DSI load are possible. In addition,
there are some additional industrial closures that may not be reflected in the anal-
ysis. The model also incorporates known “emergency” generation such as the “diesel
farm” installations that several regional utilities have undertaken. The potential for
imports from outside the region—British Columbia, California and the Desert

2Most smolts in the Snake River will be barged this year, but some remain in-river. There
is no barging in the Columbia main stem upstream of McNary.
3Power Supply Adequacy
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Southwest—is represented by seasonal supply curves that are estimated from avail-
able data and consultations with informed persons in the affected regions.

Stage 1 -- March through August 2001

The analysis was approached in two stages. The first concentrated on the March-
through—August period. The analysis began with the reservoirs at their actual
March 1st elevations. Typically in analyses of this sort, important variables like
hydro conditions, temperatures and, therefore, electricity loads, and forced outages
of power plants are treated probabilistically. Several hundred simulations or
“games” are run where the water conditions, temperatures and forced outages are
sampled according to their probability of occurrence. By analyzing the results of
these hundreds of games we can estimate the probabilities of load-resource imbal-
ances and meeting reservoir elevation and river flow targets. However, because
there are so few years in the 60-year record of hydro conditions with runoff volumes
like the current forecast and only one with a lower runoff, we have chosen to do
scenario analysis using 1944 and 1977 water conditions. The analysis is limited to
monthly energy analysis due to difficulties in modeling sub-daily operations with
this year’s reservoir and water conditions. Average temperatures and expected oper-
ation of thermal units were used.4 The actual maintenance schedules of thermal
generating units are now commercially sensitive information and not easily ob-
tained. For this analysis, planned maintenance of thermal units was scheduled into
May, June and early July as has historically been the case.

The first stage looked at various operating strategies for the spring and summer
primarily involving emergency hydropower and reductions in spill. Purchases were
not evaluated explicitly because of the uncertainty of the availability of purchases
this spring and summer (California is experiencing rolling blackouts as this is being
written, a time when peak loads in the state are approximately 60 percent of what
can be expected this summer) and their expected extremely high cost. However, de-
pending on availability, purchases could substitute for spill reduction or could be
used to restore reservoir levels after emergency hydro operations. Council staff is
attempting to get information regarding aggregate firm import commitments that
Northwest utilities may have. The analysis will be updated if this information be-
comes available. The analysis focused on the level of potential curtailment, the effect
on spring and summer flows, and the end-of-August reservoir elevations.

Stage 2 -- September 2001 through February 2002

The second stage of the analysis focused on the ability of the region to meet loads
through the ensuing fall and winter for different reservoir elevations at the begin-
ning of September. For this part of the analysis, a set of hydro conditions cor-
responding to the lower two thirds of the water years (runoff volumes less than 114
MAF) were used. This is because there appears to be a correlation, albeit very weak,
between the January-through—July streamflow volumes and the volumes in the en-
suing August-through—-December period. This correlation is shown on Figure 2.

4The monthly output of thermal units was discounted by their forced outage rates.
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Figure 2
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The model was run in its full stochastic mode, i.e., multiple games with water
conditions, temperatures and, therefore, loads, and forced outages on thermal units
determined randomly. In addition, a limited amount of imports was assumed to be
available during off-peak periods.

RESULTS

Stage 1 -- March through August 2001

Operation of the system for the March-through—August period was analyzed for
several different scenarios for 1944 and 1977 water conditions. For each year, a
“Base Case” was run that corresponds to operation of the system according to the
BiOp. In addition, a “Maximum Emergency Hydro” case was run that maintains
spill and drafts reservoirs as necessary to meet load, using up to 10,000 megawatt-
months of emergency hydro. Finally, three different spill reduction cases were run
with a limited amount of emergency hydro (up to 1,000 megawatt-months) used as
necessary to meet load while at the same time maintaining end-of—August reservoir
contents very close to BiOp elevations (within 1 or 2 percent).

The spill reduction cases were:

* Spill reduction 4—No spill at Federal projects;

» Targeted spill—Morning and evening spill at John Day and Bonneville, no spill

at other projects, Federal or non-Federal,

* Spill reduction 5—No spill at any projects.

The amount of energy involved in spill is quite large. Figure 3 shows the avail-
ability of spill energy across the spill season for the spill reduction 4 and 5 cases.
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Figure 3
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SUMMER SUMMARY

For each of these cases several measures were evaluated:
¢ The total curtailment across the period;
¢ The cost of imports IF the curtailment could be offset by purchases, assuming
a $250/MW-hr price;
* The approximate amount of spill energy used;
¢ The August 31 system content below BiOp elevations; and
¢ The amount of “retained” energy. The retained energy is the amount of spill en-
ergy available over and above that needed to meet load and restore system con-
tents to BiOp elevations at the end of August.
This information is summarized in Table 1. Also shown is a result from the sec-
ond stage of the analysis: the probability of unserved demand at some level across
the 2001-2002 winter months. This will be discussed in a later section.
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Several things are readily apparent from Table 1. The first is that operating the

system to the BiOp to spill and meet flow targets is not an option. To do so would
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leave very large unserved load (curtailments) with either 1944 or 1977 water. If it
were possible to purchase imported energy to meet those deficits, the cost could eas-
ily exceed $1 billion, and it is not at all clear that purchases of this magnitude
would be available.

A second observation is that by using maximum emergency hydro—drafting the
reservoirs deeper—while maintaining spill could, with 1944 water, avoid summer
curtailments. With 1977 water, there would be some remaining curtailment, but of
a magnitude that might be managed with additional load reduction and some pur-
chases. However, in this instance the curtailment occurs in August when imports
might be especially hard to acquire. In both cases, the August 31st reservoir content
is well below BiOp elevations. This has implications for reliability later in the fall
and winter, as indicated by the higher loss-of-load-probability in the last column of
Table 1. This question is examined in Stage 2 of the analysis.

The final observation is that with the combination of significant reductions in spill
and some use of emergency hydro, it is possible to effectively eliminate curtailment
in the 1944 water case and return reservoirs to their BiOp elevations by the end
of August. In addition, there is an appreciable amount of retained energy in the sys-
tem. For 1977 water, the combination of significantly reduced spill and limited use
of emergency hydro does not eliminate curtailments but reduces them to much more
manageable levels while returning reservoirs to BiOp elevations. The curtailments
largely occur in May and June, coinciding with the period during which most
planned maintenance on thermal units is assumed to be occurring. If water condi-
tions this year approach 1977 conditions, the region could need to look to further
steps to avoid curtailment. As in the 1944 water case, there is some energy retained
in the system, although much less. We have looked at additional scenarios that do
not reduce spill quite as much and compensate by using additional emergency
hydro. However, unless we are willing to accept August 31 reservoir contents that
are well below BiOp, the amount of reduction in spill has to be significant.

This retained energy could be used to restore some spill, fill reservoirs somewhat
higher at the end of the summer or to generate additional power.5 If this retained
energy were used to generate electricity it could generate additional revenue to off-
set high power prices. Alternatively, it might be exchanged with California on an
X Megawatt-hours-for-one basis, with much of the returned energy coming the fol-
lowing winter when it could help address potential power supply problems. In either
event, some of the benefit could be set aside to fund fish mitigation measures that
might offset some or all of the effects of a one-time reduction in spill.

It should also be recognized that introducing the amount of additional energy as-
sociated with spill into the market will have the effect of reducing market prices.
To analyze the potential effect, two short-term price studies were done using the
AURORA model. One run used the hydro generation associated with full spill, the
other used the hydro generation associated with no spill, both for 1944 water. The
average market price differential between the two runs was $56/megawatt-hour.
This would reduce the revenues that Bonneville and other Northwest utilities might
receive from reducing spill and selling additional energy. But purchasers of power
on markets throughout the West would benefit from lower prices.® If we assume
that 10 percent of the electricity consumed during the April-through—August period
is secured through short-term markets as opposed to long-term contracts, the value
of this reduction in price would be $1.2 billion.

SPRING AND SUMMER FLOWS

Also of concern is the effect of the operational strategies on spring and summer
flows. Figures 4 and 5 show the percent change in flows from the BiOp operation
for spring and summer at McNary and Lower Granite for 1944 and 1977 water re-
spectively.

5The degree to which this water can be used to increase reservoir levels is limited because
of limited inflows to reservoirs high in the system late in the summer.

6Those like Bonneville who could have spill energy to sell would still have increased revenues,
just not as great as current market prices might suggest.
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Figure 4
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Spring flows are generally increased from BiOp levels for the operating strategies
modeled because each involves some emergency drafting. Summer is a different
story. The system is trying to refill reservoirs that provided emergency energy ear-
lier in the summer, thus reducing summer flows. This is particularly so for the
“maximum emergency hydro” example. Generally, summer flows in the Snake are
most at risk. In the reduced spill cases, some of the summer flows could be restored
by generating with the retained spill energy or by spilling.

Stage 2 -- September 2001 through February 2002

This part of the analysis was focused on reliability concerns through the fall and
coming winter. Of particular interest was to assess the effect of lower end-of~August
reservoir elevations on the ability to meet load. Three cases were examined:

* Reservoirs at BiOp elevations at the end of August;
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* Reservoirs starting at the elevations corresponding to the use of emergency

hydro only for 1944 water conditions (79 percent of BiOp elevation); and,

* Reservoirs starting at the elevations corresponding to the use of emergency

hydro only for 1977 water conditions (72 percent of BiOp elevation).

It should be pointed out that the last two cases are essentially surrogates for
starting the reservoirs at elevations significantly below BiOp levels. For example,
additional drafting for higher summer flows could have the same effect.

As noted earlier, this part of the analysis was carried out probabilistically using
random draws of water conditions, forced outages of thermal units and tempera-
tures which, in turn, are used to determine loads. A reduced set of water years was
used to reflect the fact that there appears to be a weak correlation between the un-
regulated volumes in the fall and winter and the unregulated volumes in the pre-
ceding eight months. For this analysis, it was assumed that a very limited amount
of imports was available beginning in October, primarily during off-peak periods.
This reflects the experience of this past winter. We would hope that with additional
generation scheduled to come online in the Southwest this summer, more imports
might be available at an affordable price. Faced with curtailment, the simulation
uses emergency hydro up to a total of 10,000 megawatt-months, limited by physical
and operational constraints. In the absence of imports, the emergency hydro is re-
stored to the extent possible by running in-region thermal units harder and pur-
chasing imports.

WINTER 2001—2002 POWER SYSTEM ADEQUACY

The first question was the probability of curtailment occuring at some time during
the winter season, the months of December 2001 and January and February 2002.
This is shown in Figure 6.

Figure 6
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When starting at BiOp reservoir elevations, in 20 percent of the 300 winters mod-
eled, there was some level of unserved load, with the maxiumum seasonal unserved
load being over 3,000 Megawatt-months. This is not indicative of a reliable system
and is consistent with the results of the Council’s March 2000 study, which found
a 24 percent probability of unserved load in 2003. In this year’s analysis we have
lower loads and some additional resources, both of which should improve reliability.
However, this is conteracted by also having reduced import capability and lower av-
erage hydro capability because we are drawing from the lower two-thirds of the set
of water years.
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The amount of power needed to bring the loss of load probability down to 5 per-
cent was found to be approximately 2,500 megawatts. This could achieved through
of some combination of additional generation, imports, conservation and/or vol-
untary or purchased load reduction.

For the lower reservoir starting elevations, 39 to 45 percent of the winters experi-
ence some unserved load with average unserved loads of 800-900 Megawatt—Months
in those winters and maximums reaching over 5000 Megawatt-months.

January is the worst of the winter months. To get a better sense of the magnitude
of shortfalls that could be experienced, we looked at the average daily unserved load
for that month. This is shown in Figure 7.

Figure 7
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For the case with reservoirs starting at BiOp elevations, approximately 7 percent
of the 9,300 January days simulated (300 games times 31 days), had some level of
unserved load, with the maximum daily average reaching about 8,000 Megawatt-
days. Starting the reservoirs at the lower elevations increases the percentage of
days to 13 and 15 percent with the maximums reaching 10,000 to 11,000
Megawatts-days.

SPRING 2002 RESERVOIR ELEVATIONS

The other effect of lower reservoir starting elevations is on April 2002 reservoir
elevations. These elevations are established to ensure being able to provide spring
flows for downstream salmon and steelhead migrants. In the BiOp, approximately
12 MAF of water by April 15th is targeted for providing spring flows. On average,
starting reservoirs in the fall at the lower elevations results in approximately 2
MAF less water in storage by April than when the reservoirs begin the fall at BiOp
elevations. In the worst case with the lower starting reservoir elevations, April stor-
age volumes are over 6 MAF lower. The duration curves of reservoir content (shown
as difference from BiOp contents) is shown on Figure 8 for the case where reservoirs
are started in September at their low 1977 water elevations.
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CONCLUSIONS

Several conclusions can be drawn from the results of this analysis.:

¢ Operating the hydropower system to the BiOp targets for spill and flows would
lead to either significant curtailments and/or very large purchased power costs
this summer.

¢ Operations this spring and summer that leave reservoirs at the end of August
at elevations significantly below BiOp elevations expose the region to signifi-
cantly increased probability of power supply adequacy problems next winter. In
addition, such operations would result in a significant probability that April
2002 reservoir elevations will be well below BiOp elevations, thereby reducing
spring flows for salmon.

¢ The only alternatives we see that both avoid curtailments and/or large pur-
chased power costs AND return reservoirs to BiOp elevations by the end of Au-
gust involve substantial reduction in spill this spring and summer and limited
drafting of reservoirs beyond BiOp elevations. Reductions in spill can be re-
stored by purchases, reductions in load and additional generation. Alternatives
that significantly reduce spill have the additional advantage of reducing market
prices this summer and bringing additional income into the region, either in the
form of dollars or returned energy next fall and winter.

* Decisions need to be made now, but they can be revisited periodically as the
spring and summer unfold. The spill season begins in April. By that time, we
will have relatively little additional information about how the rest of the spring
and summer are going to unfold. From the power standpoint, a prudent ap-
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proach would be to significantly reduce spring spill. If conditions improve
through the spring, it may be possible to restore spill. If, instead, we were to
opt to maintain spill or reduce it only slightly in the spring and conditions do
not improve, that spill energy would be lost to the system and would necessitate
more stringent and potentially very costly measures later on.

* The potential for power supply problems this summer and next winter and the
probable high cost of power call for continued and increased attention to imple-
menting load reduction, conservation and new generation.

ATTACHMENT C
MARCH 30, 2001
DRAFT

ISSUE PAPER:

ANALYSIS OF 2001 FEDERAL COLUMBIA RIVER POWER SYSTEM OPERATIONS
ON FISH SURVIVAL

INTRODUCTION

The Columbia River Basin is now facing a severe drought. The current forecasts
predict that this will be at least the second worst water year in the 72-year histor-
ical record, and there is a possibility that this year may in fact set a new record
for low flow conditions.

The poor water conditions, a growing BPA financial problem, and looming energy
concerns are causing the region to look for alternatives to meet anticipated energy
needs. Changes to the operations of the Federal Columbia River Power System
(FCRPS) will most likely be needed to optimize power production and help offset the
growing Northwest and West Coast power crisis.

Reductions in spill designated for juvenile fish passage have been considered as
one way to help meet energy demand. While spill reductions may help ease the dif-
ficult power situation, it is unclear how these reductions may affect juvenile fish
survival. To help answer this question, Council staff examined the possible relative
biological effects of various spill and transportation alternatives on Columbia basin
fish survivals. While there are many unlisted hatchery and naturally spawning pop-
ulatliions in the Columbia Basin, the Council analysis focuses solely on ESA-listed
stocks.

The 2000 Federal Columbia River Power System Biological Opinion (2000 Biologi-
cal Opinion) uses a combination of strategies to help juvenile salmon and steelhead
migrating out to the ocean pass through or around each hydroelectric dam. There
are four possible routes: (1) through a juvenile bypass system, which intercepts fish
with screens and routes them through a specially designed passage in the dam; (2)
by opening the spill gates, which routes the fish over the spillway but decreases the
water available for generating electric power; (3) through the turbines, which is not
a preferred route due to reduced survival; and (4) by intercepting fish and trans-
porting them in barges to a release point below the hydroelectric system.

This Issue Paper focuses on three questions:

¢ Given full implementation the 2000 Biological Opinion for 2001 water condi-

tions, how will additional spill reductions at FCRPS dams change the total sys-
tem survival of migrating ESA-listed juveniles?

¢ How will juvenile transportation at McNary Dam affect the survival of the

Upper Columbia ESA-listed stocks?

¢ How will adult returns be affected by changes in spill and fish transportation

operations?

The analysis that follows is a preliminary staff analysis of these questions. The
Council seeks comment on this analysis and will consider these issues further at
its April 24, 25, and 26 meeting in Spokane, Washington. Those wishing to comment
may submit written comments to Mark Walker, Director, Public Affairs Division,
Northwest Power Planning Council, 851 SW Sixth Avenue, Suite 1100, Portland, OR
97204 or mwalker@nwppc.org through April 20, 2001.

SUMMARY OF RESULTS

In analysis included in the 2000 Biological Opinion, the National Marine Fish-
eries Service (NMFS) used its spreadsheet model to project the survival of salmon
passing through the hydrosystem. This model, known as SIMPAS, is used in this
analysis to estimate the relative effects of various spill and transportation alter-
natives on juvenile salmon survival.
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The following are the results of this analysis.
When compared to full implementation of the 2000 Biological Opinion under 2001
water conditions, spill reductions at FCRPS dams:

» Have little to no effect on the total system survival of Snake River spring/sum-
mer chinook, Snake River steelhead or Snake River fall chinook.

¢ Decrease total system survival for Upper Columbia spring chinook, Upper Co-
lumbia steelhead and Middle Columbia steelhead to the highest extent com-
pared to other ESU’s. These stocks are not transported and pass through sev-
eral dams.

¢ Have less effect on the total system survival for Lower Columbia chinook and
Lower Columbia steelhead because 1) most of the these listed populations are
geographically situated below Bonneville Dam and 2) the Lower Columbia chi-
nook and steelhead only pass one FCRPS dam (Bonneville Dam).

When compared to full implementation of the 2000 Biological Opinion under 2001

water conditions, full transportation at McNary Dam with no spill at FCRPS dams:

e Increases Upper Columbia spring chinook total system survival under all alter-
natives.

¢ Increases Upper Columbia steelhead total system survival under most condi-
tions.

For the alternatives examined, estimated adult losses for listed fish range from:

 Zero adults lost for Snake River steelhead (0.0 percent of total return) to

¢ 53 to 2,535 Upper Columbia spring chinook adults lost with no transport at
McNary Dam (12.7 percent of total return).

CAVEATS

Staff believes that this analysis focuses on the attributes most important to this
year’s decision. While not all the relevant factors have been measured or identified,
this analysis focuses on the relative effect of various alternatives. Parameters that
are assumed to be the same among various alternatives effectively “cancel out” in
a relative analysis. Nevertheless, the reader should be aware that:

(1) This analysis focuses primarily on juvenile fish survival through the dams. It
does not include any consideration of the potential effect of migration delays result-
ing from fish holding at dams before entering the juvenile bypass system. While this
behavior has been observed in some circumstances, the Council is not aware of any
empirical measurements demonstrating the effect this behavior has on the survival
of juvenile fish to maturity.

(2) This analysis also does not include any consideration of the benefit to adult
fish migration resulting from reduced spill. While it has been observed that the
number of adult fish entering the ladders at a dam often increases when spill is
terminated, the Council is not aware of any empirical measurements demonstrating
the effect of this behavior on the survival or fitness of adult fish migrating upriver.

(3) This analysis does not consider the effects of reducing spill at the non-Federal
dams located in the mid—Columbia region. The SIMPAS model does not include in-
formation on the survival of juvenile fish through those dams.

(4) The survival estimates shown in this issue paper are survivals through the
hydrosystem. These estimates include all mortalities that occur to juvenile fish dur-
ing this phase of their migration, even mortalities that would occur naturally in the
absence of the hydrosystem. No attempt has been made in these estimates to dif-
ferentiate mortalities that result from the hydrosystem from mortalities that result
from other sources.

SUMMARY OF RECOMMENDATIONS

This issue paper does not attempt to weigh the value of additional electrical
power generation versus the value of increasing the survival of juvenile fish through
spill. However, in the event that it is determined that spill should be decreased, the
staff offers the following recommendations for the 2001 juvenile migration season:

» Stop spill at Ice Harbor and McNary dams.

* Maximize transportation at all FCRPS collector dams, including McNary.

¢ Utilize surface sluiceway spill at dams to pass juveniles wherever possible and
beneficial.

« If water is available for spill, focus spill to optimize benefits to Middle Columbia
steelhead and to a lesser extent remaining inriver Upper Columbia spring chi-
nook and steelhead.

¢ Although major changes in the fish passage structures at the dams are unlikely
to be accomplished this year, the U.S. Army Corps of Engineers should imme-
diately accelerate development of surface-oriented bypass systems which, in ef-
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fect, allow juvenile fish to have the advantages of spill without the large impact
on power generation.

SIMULATED PASSAGE MODEL (SIMPAS)

Council staff used the SIMPAS model to analyze the relative effects of various
spill and transportation alternatives on fish survival in the Snake River and upper
Columbia River basins.? SIMPAS is a spreadsheet model developed by the NMFS
Hydro Program staff that uses empirical fish passage data to estimate relative juve-
nile survival through the hydrosystem for various alternatives. The model was used
by the Federal Biological Effects Team to help develop the 2000 Biological Opinion
and is currently used to analyze the relative consequences of hydropower oper-
ational changes on the survival of listed stocks.

Question 1. Given full implementation the 2000 Biological Opinion for 2001 water
conditions, how will additional spill reductions at FCRPS dams change the total sys-
tem survival of migrating ESA-listed juveniles?

To address Question 1 the staff analyzed four different spill alternatives:

Base Case -- Full implementation of the 2000 Biological Opinion at all Federal
dams based on projected 2001 water conditions. This includes:

* No spill at Lower Granite, Little Goose and Lower Monumental dams

¢ Full transport of juveniles at Snake River collector dams

¢ No summer spill at McNary Dam with full transportation

Alternative 1 -- Base Case plus:

* No spill at Ice Harbor Dam

* No spill at McNary Dam

Alternative 2 -- Alternative 1 plus:

¢ 24 hour spill reduction to 20percent of total flow at The Dalles Dam.

¢ 24 hour spill reduction at Bonneville Dam to 50 kefs.

No Spill Alternative

* No spill at FPRPS dams

Average of Low Flows -- Projected 2001 spring and summer river flows were esti-
mated using a weighted average of the 8 lowest water years (1929, 1930, 1931,
1937, 1941, 1944, 1973 and 1977) of a 61-year historical record. In the event that
2001 is even lower than these averages, it is possible that inriver survival may de-
cline further and thus the relative benefit of transporting fish, where possible, may
increase. Table 1 shows average river flows used in the analysis.

Table 1. Average flows used in the analysis.

Columbia River || Snake River
@ McNary @ Lower
Granite
Spring flow 129 kcfs 53 kefs
Summer flow 127 kefs 29 kcfs

Delayed mortality of transported juveniles- The 2000 Biological Opinion estimates
differential post—-Bonneville Dam mortality (D value) of transported fish. The D
value is defined as the ratio of the post—Bonneville survival of transported fish to
the post-Bonneville survival of fish that remain inriver. If the D value is greater
than 1.0 then transported fish have a post—-Bonneville survival rate that is higher
than inriver fish. If the D value is less than 1.0, then transported fish have a post—
Bonneville survival rate that is lower than inriver fish. A D value of less than 1.0
may be caused by a variety of causes including the delayed effects of the transpor-
tation and collection process.

To more accurately reflect the total system survival and the delayed mortality
that may occur after transport, the Council staff adjusted transported fish survivals
using the D values contained in the 2000 Biological Opinion. The D values used are
summarized in Table 2.

7A description of SIMPAS and model documentation can be found in Appendix D of the 2000
Biological Opinion.
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Table 2. D values used in the analysis.®

Snake River Upper Columbia
Species Low High Low High
Spring 0.63 0.73 0.63 1.0
Chinook
Steelhead 0.52 0.58 0.52 1.0
Fall Chinook | 0.24 0.24 - -
RESULTS

Using SIMPAS, the Council staff estimated total system survival to below Bonne-
ville Dam for each ESA stock using the various alternatives. Staff chose to use total
system survival over inriver survival because it better reflects the effects of spill re-
ductions given the number of stocks being transported. Total system survival to
below Bonneville Dam is calculated by summing the percent survival of transported
fish with the percent survival of fish remaining inriver. In the spill analysis, only
Snake River fish are transported. Where fish are not transported, inriver survival
equals total system survival.

Table 3 summarizes total system survival to below Bonneville Dam for the var-
ious stocks and alternatives. Starting with 1,000 juveniles, the table shows how
many fish survive to below Bonneville Dam. Total system survivals for Snake River
stocks represent survival from Lower Granite pool to below Bonneville Dam. System
survival for Upper Columbia stocks represent survivals from McNary pool to below
Bonneville Dam. Middle Columbia survivals represent survival from John Day pool
to below Bonneville. Finally, Lower Columbia survivals indicate survival from Bon-
neville pool to below Bonneville Dam.



111

Table 3. Total system survival of 1,000 juveniles to below Bonneville Dam under base case,
alternatives 1 & 2 and no spill using D values from Table 2. ( ) indicates a reduction in survival
from the base case.

Base Case Alternative 1 No | Alternative 2
Listed Stock Biological Spill @ THR & Reduce Spill @ || No Spill
Opinion MCN TDA & BON
Snake River
Spring/Summer
Chinook 558 to 645 558 to 645 557 to 644 557 to
LGR-BON () )] 644
€9)]
Snake River
Steelhead 455 to 508 455 to 508 455 to 508 455 to
LGR-BON © ©) 508
0
Snake River Fall
Chinook 111 111 110 110
LGR-BON 0) (1) (1)
Upper Columbia
Spring Chinook || 469 467 451 ’ 416
MCN-BON (2) {18 (53)
Upper Columbia
Steelhead 531 529 512 475
MCN-BON 2) (19) (56)
Middle
Columbia 602 602 582 540
Steelhead (B 20) (62)
JDA-BON .
Lower Columbia .
Chinook 844 844 834 820
BON (V) (10) 24)
Lower Columbia
Steelhead 868 868 858 844
BON [} (10) 24)

To understand and encompass the range of effects that reducing spill has on total
system survival, the Council staff compared the Base Case to the No Spill alter-
native. Table 4 shows the change in number of juveniles surviving to below Bonne-
ville Dam.
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Table 4. Comparison of total system survival estimates. Starting with 1000
juveniles, number of juveniles surviving to below Bonneville Dam: Base Case vs. No
Spill

No. of Juveniles
Base Case No. of No. of Juveniles | percent
Biological Juveniles Loss Change from
Opinion No Spill Base Case

Snake
River
Spr/Sum
Chinook || 558 to 645 557 to 644 -1 -0.2
LGR-BON

Snake
River
Steelhead | 455 to 508 455 to 508 0 0.0
LGR-BON

Snake
River Fall
Chinook i 111 110 -1 -1.0
LGR-BON

Upper
Columbia
Spring
Chinook
MCN- 469 416 -33 -11.3
BON

Upper
Columbia
Steethead

MCN- 531 475 -56 -10.5

BON

Middle
Columbia
Steelhead

JDA-BON 1 602 540 62 -10.3

Lower
Columbia
Chinook

BON 844 820 -24 -2.8

Lower
Columbia
Steelhead

BON 868 844 24 2.8

RESULTS

» Stopping spill at Ice Harbor and McNary dams has little effect on the total sys-
tem survival of any listed stock. The only stocks that are slightly affected are
the Upper Columbia spring chinook and steelhead, which have a 0.4 percent de-
crease in survival.

¢ Because most Snake River listed stocks are transported, decreasing or elimi-
nating spill at FCRPS dams has little to no effect on Snake River stocks. Total
system survival of Snake River spring/summer chinook decreases by 0.2 per-
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cent, Snake River fall chinook decrease by 1.0 percent, and there is no decrease
in Snake River steelhead.

¢ Lower Columbia chinook and steelhead survivals are less affected by eliminating

spill at all dams (decreases of 2.8 percent for chinook and 2.8 percent for
steelhead) because these stocks only pass one hydro project, Bonneville Dam. 8
¢ Elimination of spill at all dams has the greatest impact on the survivals of
Upper Columbia spring chinook and steelhead (decreases of 11.3 percent and
10.5 percent respectively) and Middle Columbia steelhead (a decrease of 10.3
percent). These stocks are not transported and pass through several dams.

Question 2. How will juvenile transportation at McNary Dam affect the survival
of the Upper Columbia ESA-listed stocks?

Upper Columbia spring chinook and steelhead survivals are affected the most by
eliminating spill at the lower river FCRPS dams. Because McNary Dam has fish
transport facilities, a possible way to increase Upper Columbia fish survivals is to
collect juveniles at McNary and transport them to below Bonneville Dam. To help
determine the usefulness of this approach, staff looked at total system survival from
McNary pool to below Bonneville Dam for the base case 2000 Biological Opinion al-
ternative and the no spill alternative with full transport at McNary Dam. High and
low transportation effects (D values) were used from Table 2 to estimate total sys-
tem survival. Table 5 summarizes the findings.

Table 5. Comparison of total system survival. Starting with 1,000 juveniles, number
of juveniles surviving to below Bonneville Dam: Base Case vs. No Spill and full
transport at McNary Dam.

No. of No. of
Juveniles Juveniles No. of Juveniles | % Change
Listed Stock | Base Case No Spill and Loss or Gain from Base
Biological Transport at Case
Opinion MCN
Upper
Columbia
Spring 469 518 to 783 +49 to +314 +10.4 to
Chinook +67.0
MCN-BON
Upper
Columbia
Steelhead 531 458 to 837 -73 to+312 -13.7to
MCN-BON +58.8
RESULTS

¢ Under full transportation at McNary Dam, total system survival for Upper Co-
lumbia spring chinook increases using both low and high D values. Increases
in total system survival range from 10.4 percent to 67.0 percent.

« Transportation at McNary appears to benefit Upper Columbia steelhead under
most but not all conditions. Transportation at McNary does not benefit
steelhead for lower D values. Total system survival changes for Upper Columbia
steelhead range from “13.7 percent to 58.8 percent.

Question 3. How will adult returns be affected by changes in spill and fish trans-

portation operations?

Council staff estimated the number of adults lost or gained from the changes in
operations by listed stock. The alternatives studied assumed no transportation and
full transportation at McNary Dam under spill and no spill conditions. High and low
D values from Table 2 were used for transportation benefits. The number of juve-
niles arriving at the various dams was obtained from the 2001 NMFS juvenile out-

8]t should also be noted that because most of the Lower Columbia ESUs are geographically
located below Bonneville Dam, fewer Lower Columbia listed fish are affected by dam passage.
Furthermore, NMFS has not determined which, if any, Lower Columbia chinook or steelhead
stocks that are found above Bonneville Dam qualify as ESA-listed populations. The 2000 Biologi-
cal Opinion states that causes for the decline of these two ESUs are primarily related to habitat
and hatchery impacts.
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migration memo.® A summary of the number of listed juveniles arriving at various
locations is shown in Table 6.

Table 6. Number of ESA-listed stocks arriving at various locations.

Listed Stock Number of
(Starting Reservoir) Quimigrating Juveniles
Arriving at Dam
Snake River Spr/Sum
Chinook 1,107,897
{LGN)
Snake River Steelhead
(LGN) 850,853
Snake River Fall Chinook
(LGN) 937,627
Upper Columbia Spring
Chinook
(MCN) 2,391,087
Upper Columbia
Steelhead 701,687
(MCN)
Middle Columbia
Steelhead 379,264
JgDA)
Lower Columbia
Chinook 352,186
(BON)
Lower Columbia
Steelhead 34,000
(BON)

The adult estimates were calculated by multiplying the number of juveniles lost
or gained by an estimated smolt to adult ratio (SAR) for each stock. A general range
of SARs was estimated by taking upriver SARs contained in the April 2000 NMFS
white paper on transportation 1° and back calculating adult survival to below Bonne-
ville Dam. Tables 7 through 9 include the range of SARs used and summarize the
results.

9Memo from Michael Schiewe to Donald Knowles, “Estimation of Percentages for Listed Pa-
cific Salmon and Steelhead Smolts Arriving at Various Locations in the Columbia River Basin
in 2001.” March 22, 2001.

0ONMFS. “Summary of Research related to Transportation of Juvenile Anadromous Salmonids
Around Snake and Columbia River Dams.” April 2000.
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Table 7. Number of adults lost or gained based on NMFS 2001 cutmigration estimates. Base case
vs. no spill alternative; no transportation at McNary Dam. ( ) indicates a reduction in survival
from the base case,

No. of Adults (Loss)/Gain Total No. of Returning
Adults
. #Adults #Adults #Adults #Adults Percent
Listed Stock | Tow SAR | High SAR | Low SAR || High SAR Loss/Gain
S. Chin S. Chin. S. Chin S. Chin. 2.0%
0.2% 2.0% 0.2% Sthd. 3.0%
Sthd. 0.3% | Sthd. 3.0% Sthd. 0.3% | F. Chin. 5.0%
F. Chin. F. Chin. F. Chin.
0.5% 5.0% 0.5%
Snake River
Spr/Sum 1.279to 12,785 to
Chinook (2) (22) 1,427 14,270 0.2%
Snake River 1,161 to 11,610 to
Steelhead - - 1,297 12,967 0.0%
Snake River
Fall Chinook jj (5) @7 516 5,157 -0.9%
Upper
Columbia
Spring
Chinook (253) (2,535 1,989 19.894 -12.7%
Upper
Columbia
Steelhead (118) (1,179) 1,000 9,999 -11.8%
Middle
Columbia o
Steelhead (71 (705) 614 6,144 1 -11.5%
Lower
Columbia
Chinook {a7n (169 578 5,776 -2.9%
Lower
Columbia
Steelhead ) (24) 86 861 2.8%
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Table 8. Number of adults lost or gained based on NMFS 2001 outmigration estimates. Base case vs,
no spill alternative; full transport at McNary Dam with low transportation survival (low D values).
{ ) indicates a reduction in survival from the base case.

No. of Adults (Loss)/Gain Total No. of Returning
Adults
_ #Adults #Adults #Adults #Adults Percent
Listed Stock | Tow SAR | HighSAR | Low SAR || High SAR | Loss/Gain
S. Chin S. Chin. S. Chin S. Chin.
0.2% 2.0% 0.2% 2.0%
Sthd. 03% | Sthd. 3.0% | Sthd. 0.3% ! Sthd. 3.0%
F. Chin. F. Chin. F. Chin. E. Chin.
0.5% 5.0% 0.5% 5.0%
Snake River
Spr/Sum
Chinook (2) 22) 1,279 12,785 -02%
Snake River
Steelhead || - - 1,161 11,614 0.0%
Snake River
Fall Chinook || (5) (47} 516 5,157 -0.9%
Upper
Columbia
Spring
Chinook 172 1,722 2477 24,772 6.9%
Upper
Columbia
Steelhead || (36) (358) 964 9,641 37%
Middle
Columbia
Steelhead |j (71) (705) 614 6,144 -11.5%
Lower |
Columbia
Chinook {7 (169) 578 5,776 -2.9%
Lower
Columbia
Steelhead ) 24) 86 861 -2.8%
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Table 9. Number of adults lost or gained based on NMFS 2001 outmigration estimates. Base case vs,
no spill alternative; full transport at McNary Dam with high transportation survival (high D
values). ( ) indicates a reduction in survival from the base case.

No. of Adults (Loss)/Gain Total No. of Returning
Adults
, #Adults #Adults #Adults #Adults Percent
Listed Stock § Low SAR | High SAR | LowSAR |} High SAR | Loss/Gain
S. Chin S. Chin. S. Chin S. Chin.
0.2% 2.0% 0.2% 2.0%
Sthd. 0.3% | Sthd. 3.0% Sthd. 0.3% || Sthd. 3.0%
F. Chin. F. Chin. F. Chin. F. Chin.
0.5% 5.0% 0.5% 5.0%
Snake River
Spr/Sum
Chinook 3] (22) 1,427 14,270 -0.2%
Snake River
Steelhead [f - - 1,297 12,967 0.0%
Snake River
Fall Chinook || (5) (G 516 5,157 -0.9%
Upper
Columbia
Spring
Chinook 1,439 14,394 3,744 37,444 384%
Upper
Columbia
Steelhead 661 6,610 1,764 17,640 37.5%
Middle
Columbia
Steelhead | (71) (705) 614 6,144 -11.5%
Lower )
Columbia
Chinook a7 (169) 578 5,776 -2.9%
Lower
Columbia
Steelhead | {2) (24) 86 861 -2.8%
RESULTS

Under the given assumptions, when comparing the surviving number of adults
under base case 2000 Biological Opinion operations to the no spill alternative:

* For all transportation and spill scenarios, very few adults are lost for Snake
River stocks. A range of only two to 22 spring chinook, zero steelhead and five
to 47 fall chinook adults are estimated to be lost. The number of adults lost are
0.2 percent, 0.0 percent and 0.9 percent respectively of the total number of sur-
viving adults.

For all transportation and spill scenarios, Middle Columbia steelhead may lose
as many as 705 adults or 11.5 percent the total number of surviving adults.

» Upper Columbia spring chinook with no transportation at McNary lose as many
as 2,535 adults or 12.7 percent of the total returning adults. With transportation
at McNary, there is actually an increase of up to 1,722 (6.9 percent, low D
value) to 14,394 (38.4 percent, high D value) spring chinook adults.

Upper Columbia steelhead with no transportation at McNary lose up to 1,179
adults or 11.8 percent of the total number of returns. With transportation at
McNary, Upper Columbia steelhead lose up to 358 adults (3.7 percent) with low
D values and gain 6,610 adults (37.5 percent) with high D values.
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RECOMMENDATIONS

Based on the results of the analysis the Staff makes the following recommenda-
tions:

¢ Do not spill at Lower Granite, Little Goose, Lower Monumental, Ice Harbor or
McNary dams. Spill at Lower Granite, Little Goose and Lower Monumental is
eliminated under full implementation of the 2000 Biological Opinion. Spill at Ice
Harbor Dam is of little value because most Snake River juveniles have been
transported so few fish remain in the river. McNary spill is of lesser importance
because its juvenile bypass system is fairly effective in routing juveniles away
from turbines.
Maximize transportation at all FCRPS collector dams, including McNary. Max-
imum transport of juveniles at the Lower Snake dams is already called for
under full implementation of the 2000 Biological Opinion. Transporting juve-
niles at McNary makes sense because it increases Upper Columbia spring chi-
nook survival under all conditions and Upper Columbia steelhead survival
under most conditions. McNary transport also makes sense because of the po-
tential in 2001 for poorer inriver migrating conditions. If transportation takes
place it should be fully evaluated for its benefits. The information gained will
be useful for guidance in future years, particularly under poor water conditions.
Utilize surface spill at dams to pass juveniles wherever possible and when bene-
fits are likely. In general, surface spill at dams is effective in passing juveniles
with much less water than via the spillway. For example, studies at The Dalles
sluiceway (which uses low flow surface spill) indicate that approximately 43 per-
cent of inriver fish pass via the sluiceway when there is no spillway spill. 11
If water is available for additional spill, focus spill to optimize benefits to Middle
Columbia steelhead and to a lesser extent remaining inriver Upper Columbia
spring chinook and steelhead. If spill takes place at all, it should be employed
at Bonneville, The Dalles and John Day, to benefit the Middle Columbia
steelhead. For the most part, this listed stock will not be transported and must
pass the lower three mainstem dams. Spill could take place during dusk and in
the early morning to optimize fish passage.
Although major changes in the fish passage structures at the dams are unlikely
to be accomplished this year, the Corps should immediately accelerate develop-
ment of surface-oriented bypass systems which, in effect, allow juvenile fish to
have the advantages of spill without the large impact on power generation. It
is evident that the current method of producing spill by opening a gate 40-50
feet below the surface of the reservoir is a relatively inefficient way to provide
passage to juvenile salmon and steelhead, which are near the surface.

Mr. CALVERT. I'll ask Dr. Anderson a question, because maybe
this has all been related to the entire panel here.

Obviously, it’s a concern that we all share, that—that the salmon
population has increased and that we don’t consciously do anything
that would irreparably harm that resource.

However, your testimony is interesting in that you believe that
we can possibly have additional electricity this summer without ir-
reparably harming the fish population by utilizing the technologies
that have been operating here for the last number of years, large
technology.

Is that—is that correct, when I say that?

Mr. ANDERSON. Particularly for the spring runs, the ones that,
unfortunately, have come up through the river already—have gone
down through the river—barging work is tremendous. We have
good data for that, for the summer run. The fall chinook come
through later on. We really don’t have good information on how
well that’s going to work. Unfortunately, as a scientist, I can give
you a mixed answer. We have a tendency to do that.

With barging, we have the capacity to improve it for some of the
runs. So I think that it is something that needs to be considered.

11Rock Peters, Corps of Engineers, Personal Communication.
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We need to continue to look at the data, that yes, we have more
flexibility.

Mr. CALVERT. I'm a believer in science rather than—you know,
outcome-produced science rather than real science to make sure
that we are doing the right thing.

Ms. Patton, I congratulate you on the work on wind and solar.
I used to be Chairman of the Energy Environment Committee.
We’ve done a lot on renewable energy. I will say that—you know,
I know that people like to make fun of California right now, but
we have a significant amount of renewable energy in California.
People will be surprised to know that the largest amount of wind
is in California. It happens to be in my home county, Riverside
County. The largest utilization of solar in the United States is in
California. The largest utilization of geothermal in the United
States is in California. But obviously, that’s—that’s not enough to
make up for the shortfall that we’re experiencing.

But what’s important in the interrelationship that Dr. Anderson
is describing—even with the additional 400 megawatts we have on-
line, that only makes up about half of the loss—from the biological
opinions, as I understand it—in the shortfall of water.

And in fact, it’s not assisting the salmon population. That—that
has a direct effect on Mr. Lepp, because if, in fact, we're spilling
water for no good purpose—in effect to increase salmon popu-
lation—.

Your company—and I don’t know how you’ll get through this
summer—I hope you do—you know, I—we need a strong steel in-
dustry in this country, and your increased power rates—$6 million,
I think you mentioned--.

Mr. LEPP. I said it was just the last increment. It’s already gone
up over 12 million.

Mr. CALVERT. Obviously, you can’t keep your doors open with
that type of situation.

So it’s important that we get the science together to—to make
sure this, in fact, is—is the case and we can continue to maintain
fish population—and actually increase fish population, as we expe-
rienced this year. And let’s not do something that has this—unin-
tended consequences as losing an industry such as yours. And obvi-
ously, that is something we certainly don’t want to do.

Yes, Ms. Patton.

Ms. PATTON. I just wanted to respond briefly, that right now,
the—there is no spill for salmon, and--.

Mr. CALVERT. Has there been some spill—.

Mr. SMITH. Just this week.

Ms. PATTON. Just this week. There have been some arrange-
ments for a very small amount of smolt, but there is no spill for
salmon.

I would also mention—and in another capacity, I'm the Vice
President of the Board of Save our World Salmon—that it’'s—the
peer-reviewed science coming out of the Army Corps of Engineers’
past study showed that, in fact, the—the—the barging was not the
best way to save salmon, quite clearly, and that we will need a
more natural river in order to make the salmon come back.

Mr. CALVERT. Obviously, there is a disagreement with that.
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Ms. PATTON. There is. I'm not a scientist, so I can’t review that
credential. I just want to refer you to the Army Corps of Engineers’
science, the—the past analysis.

Mr. CALVERT. I guess in conclusion—and my time has come up—
is that we do have more fish this year. That’s the happy news.

Ms. PATTON. And there was more spilled when those fish went
to sea. It wasn’t just ocean conditions.

Mr. CALVERT. More fish is good, then.

So that’s—T’ll give it to Mr. Smith.

Mr. SmITH. Thanks.

I think I just have two questions, one for Ms. Patton and one for
Mr. Walton.

On the—I'm very encouraged by your remarks on renewables and
focusing on engineer efficiency, not just, you know, doing less with
less—I mean doing more with less—and the opportunities that are
out there. And the more I read about it, it’s really quite exciting.
The technology, I mean, not—obviously, this isn’t my field of exper-
tise, so I'm sure that there is more than I know about.

But just from what I know about, from biomass fuel cell and a
variety of energy efficiency plans, there is a massive amount of
things that we can do.

And the primary reason why we haven’t done them to the degree
that we have is because—well, fossil fuels are cheaper, if you look
at it from just the standpoint of buying it; that—they used to be
cheaper. They, in some cases, still are.

But I think the issue is really sort of getting us to look at the
full cost of a fossil-fuel based energy system.

Now, if you look at it, it’s simply what you’re paying at the pump
or what you’re paying on your electricity bill. You're not looking at
the impacts on the environment and the full impacts that—not to
mention the fact that we are dependent on fossil fuels. We will be
dependent on foreign sources. That’s where they are. Certainly,
that’s where oil is, at any rate.

So shifting to renewables and shifting to these alternative
sources is absolutely critical. But a lot of people will look at it and
say, “Well, yeah. Yeah. We can do a little bit here and a little bit
there, but it’s never really going to amount to much.”.

I wonder if you can just comment briefly on it. If we made the
investment in REE, in tax credits, in setting standards—Ilike cafe
standards or standards for air conditioners—if we really committed
ourselves to it, what—how dramatic a shift can we have in what
we use for energy?

Ms. PATTON. I think there is no question that we could meet all
of our electricity demand with clean renewables and energy effi-
ciency. 133,000 average megawatts of wind supply is enough and
is way more than we’re using now and way more than our—and
you would never want to—to do that, you know, monolithic. You
would want to have a diverse supply, obviously.

But there is no question that the kinds of things you're talking
about—biomass fuel cells coming on board and the ability to have
a more resilient system with that kind of distributed generation
and clean renewables means that we have a way to have a clean,
affordable energy future that’s based on renewable energy.
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And as some people have said, with regard to the age of petro-
leum, the Stone Age didn’t end because we ran out of rocks. And
we're not—the Petroleum Age is not going to end because we ran
out of oil. It’s going to end because we have much better alter-
natives.

Mr. SMITH. Mr. Walton commented on the deregulation situation,
and it’s sort of popular, accepted fact right now that the energy
problems that we have cannot really be the fault of deregulation
because we haven’t really deregulated. We just sort of regulated in
a different way. And there is a certain amount of truth to that, par-
ticularly if you look at the retail side of it.

Certainly in California, one of the reasons that the crisis got
worse and became a credit crisis was because the prices were not
passed on to the consumers for the longest time. Retail consumers
had no incentive, really, to decrease their demand because that was
still regulated.

But on the wholesale side of the equation, isn’t it fairly—whole-
sale and also in generation—isn’t it somewhat fair to say that we
have pretty much a deregulated power system in terms of—you
know, no one’s required to generate power, no one’s required to
build new generation, and they can charge pretty much whatever
they want on the wholesale market? I could be wrong here. So I'm
just asking.

But isn’t it fairly—you know, isn’t it fair to say that we do have
a deregulated wholesale system, and aren’t we really sort of seeing
the limitations of taking that approach?

As someone who has to do with the public utilities and being
very involved in it—and I'm just kind of curious about your com-
ments on that.

Mr. WALTON. Steve Klein said earlier that Tacoma didn’t take a
stand either way, and neither did PPC. But I think you're right,
that—particularly with the advent of the interdependent power
producers, there was a large sector of unregulated generation in
the system.

As Congressman DeFazio has pointed out numerous times, how-
ever, one of the things that troubles me is the loss of the obligation
to serve. And I think taken, for instance, as a West Coast system,
it’s—it’s very troubling that nobody is in charge of West Coast reli-
ability, no one entity. Not FERC, not the Secretary of Energy, not
Bonneville has—has the job of trying to keep the lights on every-
where.

The fact that some of the generators can sit back and wait for
higher prices and don’t have an obligation to serve puts the utili-
ties in an extremely uncomfortable position.

So I think that we may be part of the way toward deregulation,
but that’s why I refer to it as being kind of high-centered in the
middle. You’re not getting the, quote, “genius of the marketplace”
as advocates of deregulation would have us.”

Mr. SMITH. Well, why not—if I could explore that for just a mo-
ment—on the wholesale situation? I mean, if there is no obligation
to serve, you can charge whatever you want to charge in the whole-
sale market, why aren’t we getting the genius of the market? I
mean, why isn’t it working?
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Mr. WALTON. Congressman, I'm far from an expert on this, and
there are people in the room—and probably members of your Sub-
committee—better to answer that question than I.

But it certainly seems to me that the California experiment
failed to connect the different parts of the market together. It was
far from—from free.

PGE—PG&E and Southern California Edison, as I understand it,
were both forced to buy high and sell low. That’s not a free market.
I'm worried that Bonneville can be put in the same position if we
don’t watch out up here. And certainly, the transmission system,
as you’ve also pointed out, isn’t far enough along to allow the free
exchange.

Other speakers today have also pointed out that what used to
work well on the West Coast—where California could send us
power when we needed it and vice versa—has been severely cur-
tailed due to the California experience and the drought.

So there are a number of things that have combined, as Dr.
Karier mention—the “perfect storm” analogy—has all come to-
gether at once.

Mr. SmITH. Thank you.

Mr. CALVERT. Mr. DeFazio?

Mr. DEFAZIO. Thank you, Mr. Chairman.

Ms. Patton, I didn’t quite catch you. You said—you captured
1,500 megawatts of conservation back in the early ’90’s before
Randy Harvey panicked and cut off all the funding of BPA.

Now, was that 1,500 megawatts caused by coercion, or was it—
what were the techniques used? Was it sky-high prices so people
were desperate?

Ms. PATTON. No. It was, in fact, a combination, a small amount
that came from good energy codes based on cost-effective—.

Mr. DEFAZIO. Mandates?

Ms. PATTON. 200 megawatts of that.

Mr. DEFAzZIO. That was a mandate.

Ms. PATTON. That was a mandate.

But they were also set at what was (inaudible) at the market
price. They were not set at the marginal cost of energy. Most of
that 1,500 megawatts came in as a result of utilities joining with
their customers. The customers paid some of the costs of a new effi-
ciency improvement, and the utilities paid another part of it to
make it cost-effective to everybody so that you had zero-interest
loans for residential organizations, rebates on an efficient (inaudi-
ble) industrial motors, you know, the kinds of heating ventilation
and air-conditioning design (inaudible) new commercial buildings
so that we had a sharing of the cost. And it made it a good deal
for everybody. But they were not coercions. They were voluntary.
And they were-- and there was opposition.

Mr. DEFAzZIO. And it was at 2 to 2 and a half cents?

Ms. PATTON. That’s right.

Mr. DEFAzIO. Which, in today’s market, would be--.

Ms. PATTON. A dream.

Mr. DEFAZIO. —a dream?

What'’s your price on the 2,400 average megawatts you predicted?

Ms. PATTON. I have to conduct a full analysis of that from the
Power Council. What they looked at with their 1,500 megawatts,
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which they did the full analysis on, was an average of 1.7 cents a
kilowatt hour.

Mr. DEFAZzIO. Is that 1,500 available now?

Ms. PATTON. Yeah. I mean—.

Mr. DEFAZIO. At 1.7 cents a kilowatt hour?

Ms. PATTON. Exactly. And the whole reason is lost by not invest-
ing over this last period of time—is enormous, especially given the
current—Seattle City Light continued to invest in conservation
and—as did PG&E Water and Electric.

Mr. DEFAZIO. And wouldn’t that be a bit of a problem with a
tiered rate structure—to take those utilities which raised private
funds in the private markets, bonded, and vested—if we were sud-
denly to say to them, “Well, you, like everybody else, those who
have done nothing”—which some utilities have done—“will see a 25
percent penalty rate on your consumption”?

Ms. PATTON. Not support those tiered rates. Right.

Mr. DEFAZIO. And so you're saying there’s 2,400 megawatts out
there? Could you give a price? I'd be interested in a price.

Ms. PATTON. Again, a specific one (inaudible) Seattle and looked
at—any energy jurisdiction which is done with regard to conserva-
tion of energy stock saw another 250 average megawatts at 1.8 to
2.1 cents a kilowatt hour.

So I think we’re in the range of (inaudible) cents a kilowatt hour
for even that 2,400—.

Mr. DEFAz10. Okay. And today, in the wholesale market and en-
ergy—I have trouble always coming up with my conversions—but
it’s selling at about 50 cents a kilowatt hour?

Ms. PATTON. Yeah. You just--.

Mr. DEFAzIO. Right. So you substitute 2 cents conservation for
a 50-cent purchase? The conservation provides a permanent ben-
efit? The 50-cent purchase keeps the lights on for the next milli-
second?

Ms. PATTON. Yeah, as well as more homes and businesses.

Mr. DEFAzZIO. It doesn’t sound like it’s too tough of an equation.

Mr. Lepp, this—the two-tiered rate—you gave a number, but I
don’t know how that related to a percentage increase. You said you
had a 53 percent rate increase, and you said a tiered rate would
cost you 6- to $10 million. What would it be? Another doubling of
your rate or—.

Mr. LEPP. It would be another 50 percent.

Mr. DEFAZIO. Another 50 percent on your rate.

And would it be similar for every other industrial customer,
every other business except for DSI’s—is that correct?—that tiered
rate?

Mr. LEPP. In Seattle City Light’s area, it depends on the propor-
tion of the power that they pull from Bonneville. And in the past—

Mr. DEFAZIO. Right.

But any BPA customer who is a business would see those sorts
of rate increases under the tired rate?

Mr. LEPP. Right.

Mr. DEFAZIO. And then finally, to Mr. Walton.

That was great testimony. A lot of witnesses comment on what
people have said before. But you comment on what other witnesses
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said before you. It makes for a much more interesting sort of dis-
cussion.

You were put to the—the question by Mr. Smith on the issue of
deregulating one side and not the other.

Are you familiar with Montana’s situation? In Montana, they did
deregulate both sides for business; isn’t that correct?

Mr. WALTON. Yes.

Mr. DEFAZIO. And as I understand it now, all of their heavy in-
dustry—or virtually all of their heavy industry—is closed or clos-
ing, and many of the small businesses are threatened with closure,
and the State is desperately trying to find power because they de-
regulated both sides, unlike California.

And so what happens in the case of Montana, as I understand
it—and correct me if I'm wrong—is PP&L of Pennsylvania—Penn-
sylvania Power and Light—bought all of the generation from Mon-
tana Power, and they are now able to get higher prices outside the
state of Montana; so Montana, which had the sixth lowest rate in
the United States of America and 150 percent surplus in terms of
power generation, now has a point at which its businesses cannot
afford to buy power and is saying that theyre deficient in power
because the power is being sold for a higher price elsewhere. Is
that essentially an encapsulation of that situation?

Mr. WALTON. Mr. DeFazio, I believe it is, with the exception that
the cooperatively owned utilities in Western Montana, the Bonne-
ville customers—some of them had the extreme foresight to pur-
chase presubscription contracts. So they’re looking pretty good.

I think your description of what happened to Montana Power
was accurate, as I understand it. And I also followed, from a dis-
tance, the fact that the legislature had a special session. And the
question for them was would they give the Public Services Commis-
sion the authority to oversee the sale, by Montana Power, of their
assets.

And it’s my understanding that they didn’t have much authority.
So Montana Power essentially got to pick the purchaser. And so
this thing has kind of snowballed. And I think that’s turned into
an example—another example of how not to proceed with energy
costs.

Mr. DEFAZIO. And that in the one area the people most fre-
quently say is the outstanding success of deregulation—Pennsyl-
vania—are you familiar with the fact that, Pennsylvania has
capped rates in a deregulated—so-called “deregulated environ-
ment”—that less than 10 percent of the customers have chosen the
thing that we were all told they wanted—which no one in Cali-
fornia wanted either—which was customer choice—and that, in
fact, of course, Pennsylvania is also blessed with the fact that the
part of PJM which has mandatory scheduling authority as a re-
gional transmission organization—and finally, of course, that their
economy is depressed, so they have a little bit of a surplus of power
right now?

But everybody is kind of worried about what happens when the
rate caps come off in 4 years. But right now it’s a success. Deregu-
lation of the rate caps is a success in Pennsylvania, sort of.

Thank you very much.

Mr. CALVERT. Mr. Larsen?
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Mr. LARSEN. Thank you, Mr. Chairman.

Ms. Patton, I'm glad you’re here today. (Inaudible) a reminder
that the impacts that were seen from the energy crisis in the
Northwest has a direct impact on consumers and homeowners and
(inaudible) folks on your list, all the opportunity council members,
Puget Sound Council of Senior Citizens, the Washington State As-
sociation of Community Action Agencies. These are groups that are
serving low-income, moderate-income people throughout the North-
west.

So I'm glad that you’re here. And I wanted to give you a very
brief opportunity—not to cover all the recommendations—but—in
the “what Congress can do” section—but do you have three or four
that you think would have the best, most immediate impact on low-
income, moderate-income individuals?

Ms. PATTON. Well, the first one is the continued Congressional
support, Federal support for low-income organizations. That’s in-
credibly important. We've been working on this in this region really
hard, and I will have to commend Bonneville for the one thing that
Bonneville continued to do when it was cutting its conservation (in-
audible).

One of the major things they continue to do is more slashing of
conservation by 80 percent—was to fund low-income organizations.
It’s incredibly important for low-income households to have more
efficient trailers and more efficient homes to live in—and so strong
support for that, strong support also for energy assistance, because
low-income households are being hit, of course, much harder by the
entire rate even though utilities are working—the utilities in this
region are doing a good job. I think they’re trying to work with that
situation, but Federal support is critical.

Mr. LARSEN. Dr. Anderson, did you talk a little bit earlier about
how you would factor (inaudible) oscillation into drought manage-
ment and, therefore, it hurts availability?

Mr. ANDERSON. That’s a good question. There are efforts now to
understand how we want to predict that. Looking back in the hun-
dred-year record, we do see these clear, distinct signals of eco-
systems throughout the Pacific, throughout the (inaudible).

So one of the things we could factor in—to state that these cycles
are going to continue with global warming, I guess that’s—that’s
not a good scientific approach, of course.

The other more scientific way to do this—there’s some work
that’s going on right now showing that a number of factors added
together give the ability to predict over the short term a couple of
years.

Also, we have scientists—scientists are out studying the plankton
off the coast. What we’re finding is when the ocean is fertile, the
fish survive well. So a monitoring scheme that is going on right
now can give us information that’s going to say, “Things are good
this year. Let’s give ourselves a little bit of slack somewhere else
in the system.”.

I think that as research goes on, we will increase our ability to
predict, maybe in a couple months, maybe in a year or two. But
right now we’re not using any of this information. We’re not fac-
toring in the ocean at all. Any information we do have, we’ll prob-
ably make decisions on the hydrosystem.
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Mr. LARSEN. I think it’s like anything else. We need to be careful,
as well, about saying, “It’s only PDO,” and—and looking at that as
only one factor. And it’s quite a myriad of factors.

Mr. ANDERSON. Right. And they’re beginning to—they—they
have a four-factor analysis right now that—that’s—is looking en-
couraging. They are doing something like this for hurricanes—a fel-
low named Robert Gray—who has done very well predicting hurri-
canes. But—.

Mr. LARSEN. Mr. Lepp, good to see you again. And I just shudder
when I read headlines like I read in the Seattle PI today because
my—in Bellingham, I see headlines like that day in and day out,
with companies shutting down, possibly, and Birmingham Steel
possibly being up for sale—which, you know, you just—provides
uncertainty in the community here.

I don’t know if there is a question in there, but more just to say
that it’s another clear example of the impacts the energy crisis is
having on the Northwest.

And if you have anything to add to that, feel free.

Mr. LEpP. Well, you know, there are 19 North American steel
companies that have gone bankrupt in the last 18 months. And
part of it, I know, from my standpoint of the products we sell—our
price today is the same as it was in 1972. So we have survived our
ability to—to maintain efficiency and keep looking for that—that
edge.

And you know, this—this circumstance here is really—is really
(inaudible). We were nicely profitable going into it, and this thing
just—just wiped us out—well, this plus the gas. Our gas price has
tripled since October of last year. That’s another part of this.

And we—we export a third of our products, which is probably—
I would say probably the only American steel plant that does that.
There’s not many exports of steel other than what we do. We do
a commodity product, so we've got to be really, really efficient. And
we are. We are really proud of our efficiency. But I just can’t—it
creates a hurdle we just can’t clear, as much as we’d like to.

And we're not going to compromise our environmental programs;
our safety programs; and those things that are near and dear to
us, to our employees. So those stay intact, and we keep doing what
we can do to survive.

Mr. LARSEN. Thanks for your comments, sir. Thank you.

Thank you, Mr. Chairman.

Mr. CALVERT. I want to thank this panel for your testimony and
answering our questions.

I want to thank Mr. Smith, his hospitality here in Tacoma—.

And to the audience for your willingness to come on this Satur-
day and sacrifice part of your weekend.

With that, this hearing is adjourned.

[Whereupon, at 11:50 a.m., the Subcommittee was adjourned.]
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